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The Agricultural Significance of German Boundary 
Problems 


By PHILIP M. RAUP* 


Nap Second World War brought 
after it a revision of many European 
boundaries, some formally set at Potsdam 
in 1945, some created de facto by political 
developments in the postwar years. 
Among the latter, the detachment of the 
Saar territory, under French hegemony, 
has achieved considerable publicity. 
None of these new boundaries, important 
though they may be, contains an ex- 
plosive potential equal to that surround- 
ing the Oder-Neisse Line. These two 
peaceful rivers have given geographers a 
new term and the world a combustible 
political problem that is not likely to 
improve with time. Four years after 
war’s end the London Economist refers to 
it as ‘“Europe’s permanent festering 
casus belli,” a judgment that is all too 
painfully supported by the facts of recent 
history.? 

* University of Wisconsin and Bureau of Agricultural 
Economics, United States Department of Agriculture. From 
July 1945 to May 1949, the author was stationed in Berlin, 
on the Food and Agriculture staff of the Headquarters of 
General Lucius D. Clay, Office of Military Government for 
Germany. The views expressed are those of the author alone 


and should not be construed as reflecting the policies of the 
U. S. Department of the Army or Department of Agriculture. 


Running almost due north and south, 
“from the Baltic Sea immediately west of 
Swinemuende, and thence along the 


ODER/NEISSE LINE 


GERMAN 


Ly — POLISH 
1) BdoNDED 


ADMINISTRATION 


x \ 
CAT PRESENT, 


\ 


Oder River to the confluence of the 
western Neisse River and along the 
western Neisse to the Czechoslovakian 
frontier,”? the Oder-Neisse line estab- 
lishes one of the world’s principal demar- 
cation lines between the East and the 
West, between Slavs and non-Slavs.* Ex- 


1 The Economist, November 26, 1949. 

2 Potsdam Agreement, X, B. 

*It may be objected that the western boundary of the 
Russian Zone of Germany is the pivot point between East 
and West, and not the Oder-Neisse. This may prove to be 
true in the future; as long as Germans inhabit the Soviet 
Zone the break-point in most essentials remains the Oder- 
Neisse. 
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treme claims have been made by Ger- 
mans and Poles, both endowing it with a 
symbolic significance beyond all reason. 
The dramatic food shortages of post- 
war Germany have made it necessary for 
the United States and Great Britain to 
support Western Germany on a scale 
undreamed of in 1945. Germany east of 
the Oder-Neisse line was predominantly 
a food surplus region in prewar years. 
For that reason the most concerted 
German claims made recently about the 
Oder-Neisse line have dealt with its 
disruptive effect on the future of the 
German food supply. To Germans, the 
loss of the territories east of the Oder and 
Neisse has engendered their postwar 
food shortages. It has been an easy step 
to the argument that there can be no 
permanent solution to the German food 
problem unless these lost territories are 
restored. If the United States and Eng- 


land truly seek to free themselves of the 


burden of feeding Germany, the argu- 
ment runs, let them take steps to return 
this breadbasket area to Germany. 

To the Poles, the newly acquired 
territories have been desired chiefly for 
their mineral and industrial resources. 
To a Germany possessed of the Ruhr, 
the severance of the iron, coal and 
mineral wealth of Silesia and the eastern 
territories has been a painful and crip- 
pling but not decisive loss. The Poles, 
on the other hand, have been more 
interested in Silesian coal than in the 
rye and potato lands of East Prussia 
or Pommerania. In general terms, what 
has been an agricultural loss to the 
Germans has been an industrial gain to 
the Poles. This is not to deny the 
Polish interest in the former German 
areas as settlement outlets for the Poles 
moved out of the area east of the Curzon 

«Declarations of the Eight Power Conference inWarsaw, 


June 24, 1948,” reproduced in Poland, Germany and European 
Peace, (London: The Polish Fmbassy, no date but 1948), p. 
22. 
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line, acquired by Russia through the 
Potsdam Agreement of 1945. 

To the present Polish government, 
and to its Russian mentors, the Oder- 
Neisse line is “an immovable frontier— 
a frontier of peace.”* The vehemence 
with which this is repeated suggests that, 
to the Russian satellite states, anything 
less than the Oder-Neisse line is an 
invitation to war. 

The United States and Great Britain 
have insisted that the Oder-Neisse line 
is a provisional boundary, subject to 
final determination in the treaty of 
peace with Germany.* These assertions 
have fallen on receptive German ears 
and have been interpreted to mean that 
the Western powers are potential sup- 
porters of German claims for a return 
of at least part of the lost territories. 
Whether or not this is the intention, west 
German politicians and the west German 
press have lost no opportunity to remind 
the Western Powers of their position in 
the dispute. 


Origins of the Oder-Netsse Line 


The heated atmosphere in which the 
East and the West have developed their 
postwar policies toward Germany has 
obscured the origins of the Oder-Neisse 
line. It was agreed to in principle at 
Yalta; it was formalized at Potsdam. 
This much is generally known. What is 
not so generally realized is that the locus 
of the Polish western boundary was out- 
lined in broad terms at least as early as 
November 1944, and the roots of this 
agreement go even further back into the 
wartime period. 

Three key facts played a role in the 
ultimate delineation of the boundaries of 
postwar Poland. In the first place, Great 
Britain went to war when Poland was 
invaded. British sentiment in favor of a 


6 This was explicitly reaffirmed by Secretary of State 
James F. Byrnes in his restatement of United States policy 
toward Germany at Stuttgart on September 6, 1946. 
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strong and free Poland was great through- 
out the war, and it found one of its 
strongest supporters in the person of 
Winston Churchill. The second and 
related fact was that Great Britain gave 
succor to the Polish emigre government, 
enrolled thousands of Poles in the British 
armed forces, and was a major supporter 
of the Polish underground. The third 
and disturbing development came with 
the advance of Russian armies into 
Poland and the establishment of the 
competitive Lublin Government. The 


Russians insisted that they had to insure 
their supply lines preparatory to the final 
onslaught against Germany. 


One of the critical issues raised at the 
Teheran conference concerned Russian 
demands that she be ceded territory in 
eastern Poland up to (or beyond) the 
Curzon line, including the city of Lwow. 
In reporting to the Parliament on this 
conference, Prime Minister Churchill 
said on February 22, 1944: 


“TI took occasion to raise personally with 
Marshall Stalin, the question of the future of 
Poland. . . . Here may I remind the House 
that we ourselves have never in the past 
guaranteed, on behalf of His Majesty’s 
Government, any particular frontier line to 
Poland. We did not approve the Polish oc- 
cupation of Vilna in 1920. The British view 
in 1919 stands expressed in the so-called 
Curzon line. . . . I have an intense sym- 
pathy with the Poles, . . . I also have sym- 
pathy with the Russian standpoint.. . . I 
cannot feel that the Russian demand for 
a reassurance about her western frontier 
goes beyond the limits of what is reason- 
able or just. Marshall Stalin and I also 
spoke and agreed upon the need for Poland 
to obtain compensation at the expense of Ger- 
many both in the North and in the West.”’® 


Throughout 1944 the question of 
Poland agitated British policy makers 
who were attacked in their home press 
for failure to reach agreement with the 


*397 H.C. Debs, 5s (Hansard), col. 698. 
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Russians about the future of the London 
Polish government-in-exile and about the 
frontiers of postwar Poland.. The Prime 
Minister, on December 15, 1944, dis- 
cussed these issues in an explicit statement 
of British policy: 


“I cannot accept the view,” he said, “that 
the arrangements which have to be proposed 
about the frontiers of the new Poland are not 
solid and satisfactory, or that they would not 
give to Poland that abiding home of which I 
spoke to the House in February. If Poland 
concedes Lwow and the surrounding regions 
in the south on the line known as ‘Curzon 
Line A,’ if she makes this concession and these 
lands are joined to the Ukraine, Poland will 
gain in the north the whole of East Prussia 
west and south of Koenigsberg, including the 
great city and port of Danzig, one of the most 
magnificent cities and harbours in the world, 
famous for centuries as the great gathering 
place of the trade of the Baltic, and, indeed, of 
the world. Instead of the threatened and ar- 
tificial corridor which was built so laboriously 
after the last war, Poland will stretch broadly 
along the Baltic on a front of over 200 miles. 

“The Poles are free, so far as Russia and 
Great Britain are concerned, to extend their 
territory at the expense of Germany to the 
West. I do not propose to go into exact 
details, but the extensions, waich be sup- 
ported by Britain and Russia, are of high 
importance. Thus they gain in the west and 
north territories more important and highly 
developed than they lose in the east... . 

“The transference of several millions of 
people would have to be effected from the 
east to the west or north, and the expulsion 
of the Germans, (because that is what is pro- 
posed—the total expulsion of the Germans) 
from the area to be acquired by Poland in the 
west and north. For expulsion is the method 
which, so far as we have been able to see, will 
be the most satisfactory and lasting. There 
will be no mixture of populations to cause 
endless trouble as in Alsace-Lorraine. A 
clean sweep will be made. I am _ not 
alarmed at the prospect of the disentangle- 
ment of populations, nor am I alarmed by 
these large transferences, which are more 
possible in modern conditions than they ever 
were before... .””7 


7406 H. C. Debs., 5s, cole. 1483-84, December 15, 1944. 
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These statements* were made prior to 
the Yalta conference. Preceding this 
speech to the House of Commons two 
important commitments had been made 
regarding the question of Polish bounda- 
ries. On November 2, 1944, Sir Alex- 


ander Cadogan, Permanent Undersecre- 
tary to the British Foreign Office, had 
addressed a letter to Tadeusz Romer, 
Foreign Minister in the London Polish 
government-in-exile, in which he stated: 


*. . You put to me three questions for 
the consideration of His Majesty’s Govern- 
ment. 


“The Prime Minister, after consultation 
with the Cabinet, has now directed me to 
give you the following replies. 


“You asked in the first place whether, 
even in the event of the United States Govern- 
ment finding themselves unable to agree to 
the changes in the western frontier of Poland 
foreshadowed in the recent conversations in 
Moscow, His Majesty’s Government would 
still advocate these changes at the Peace 
Settlement. The answer of His Majesty’s 
Government to this question is in the affirma- 
tive. 


“Secondly you enquired whether His 
Majesty’s Government were definitely in 
favour of advancing the Polish frontier up to 
the line of the Oder, to include the port of 
Stettin. The answer is that His Majesty’s 
Government do consider that Poland should 
have the right to extend her territory to this 
extent. 


8 The speech caused trouble in Washington. Discussing it 
in his book, Roosevelt and Hopkins (New York: Harper and 
Brothers, 1948), Robert E. Sherwood said (p. 842): “*. .. 
the debate on Poland in the House of Commons caused 
further serious ructions. Speaking of the future Polish fron- 
tiers, Churchill said, ‘All territorial changes must await the 
conference at the peace table after victory has been won, but 
to that principle there is one exception, and that exception 
is, changes mutually agreed.’ This was an unfortunate 
misstatement on Churchill’s part which was later corrected 
by Eden, but it conveyed the disturbing suggestion of ‘secret 
agreements’ among the big powers for carving up the small 
ones... .” 

9 This letter is printed in full in, Poland, Germany and 
European Peace, op. cit., pp. 105-06. It apparently is not 
available in documents released to date by the British 
Foreign Office. Its existence was confirmed by Foreign 
Minister Bevin in answer to a question in the House of 
Commons on June 4, 1947, (438 H. C. Debs., 5s, cols. 178-79), 
but he added: “I see no advantage in singling out this letter 
for special publication.” For a German rebuttal to these 
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“Finally you enquired whether His 
Majesty’s Government would guarantee the 
independence and integrity of the new 
Poland. To this the answer is that His 
Majesty’s Government are prepared to give 
such a guarantee jointly with the Soviet 
Government.”’® 


A few days after Sir Alexander 
Cadogan’s letter, President Franklin D. 
Roosevelt also addressed a letter to Prime 
Minister Mikolajczyk, head of the Lon- 
don Polish Government, in which he 
stated, in part: 


“1, The United States Government stands 
unequivocally for a strong, free, and inde- 
pendent Polish State with the untrammelled 
right of the Polish people to order their 
internal existence as they see fit. 


“2. In regard to the future frontiers of 
Poland, if mutual agreement on this subject 
including the proposed compensation for 
Poland from Germany is reached between 
the Polish, Soviet, and British Governments, 
this Government would offer no objection. 
In so far as the United States guarantee of 
any specific frontiers is concerned I am sure 
you will understand that this Government, in 
accordance with its traditional policy, cannot 
give a guarantee for any specific frontiers. . . . 


‘3. If the Polish Government and people 
desire in connection with the new frontiers of 
the Polish State to bring about the transfer to 
and from territory of Poland of national 
minorities, the United States Government 
will raise no objection and as far as practi- 
cable will facilitate such transfer.” !° 


Finally, in reporting the Yalta Con- 
ference to the House of Commons, on 


documents see, Friedrich Hoffman, Die Oder-Neisse Line, 
(Frankfurt: Verlag Joachim Henrich K. G., 1949), in which 
it is argued that the expulsion of the German population 
does not create a fatt accompli, and the ultimate status of the 
Oder-Neisse Line is yet to be determined under international 
law. 

19 See, Poland, Germany and European Peace, op. cit., pp. 197- 
08. As far as is known, this letter is not elsewhere reproduced 
but there seems little reason to question its authenticity. 
It should be noted here that both British and United States 
representatives felt, prior to the Yalta conference, that too 
much former German territory was being demanded by the 
Lublin Polish government, which had demanded the Oder- 
Neisse line for its western boundary. See, Edward R. Stet- 
tinius, Jr., Roosevelt and the Russtans (New York: Doubleday 
& Company, Inc., 1949), pp. 41, 64, et seq. 
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February 27, 1945, Prime Méinister 
Churchill revealed that: 


“I now come to the most difficult and 
agitating part of the statement which I have 
to make to the House—the question of 
Poland... 


“In supporting the Russian claim to the 
Curzon line, I repudiate and repulse any 
suggestion that we are making a questionable 
compromise or yielding to force or fear, and I 
assert with the utmost conviction the broad 
justice of the policy upon which, for the first 
time, all the three Great Allies have now 
taken their stand. Moreover, the three 
Powers have now agreed that Poland shall 
receive substantial accessions of territory 
both in the North and in the West. In the 
North she will certainly receive, in the place 
of the precarious Corridor, the great city of 
Danzig, the greater part of East Prussia West 
and South of Koenigsberg and a long, wide 
sea front on the Baltic. In the West she will 
receive the important industrial province of 
Upper Silesia and, in addition, such other 
territories to the east of the Oder as it may 
be decided at the peace settlement to detach 
from Germany after the views of a broadly 
based Polish Government have been ascer- 
tained.””!! 


On November 2, 1944, the Cadogan 
letter had specified the Oder River and 
the port of Stettin as a northwestern 
Polish boundary that would be supported 
by Great Britain. Prime Minister Church- 
ill, reporting on the Yalta Conference, 
had added that Poland would receive the 
German province of Upper Silesia, thus 
defining an approximate southwestern 
locus of the boundary. The subsequent 
Oder-Neisse line is the outgrowth of these 
preliminary specifications. The various 
statements quoted above leave little 
doubt that the western Polish boundary, 
in substantially its present form, was 
agreed upon in general terms by the 
three heads of the mentioned govern- 
ments at the Yalta conference. Regard- 
less of subsequent conflicts, the later 

1 408 H. C. Debs., 5s, col. 1267. 


12 Discussing the Potsdam conference in his book, Speaking 
Frankly, (New York: Harper and Brothers, 1947, James F. 
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delineation of the Oder-Neisse line in the 
Potsdam Agreement was apparently not 
considered by Prime Minister Atlee and 
President Truman as a subject worth an 
open conflict with Marshal Stalin.'? Al- 
though the United States and Great 
Britain insisted that the final boundary 
determination should await the peace 
conference, their later acquiescence (in 
the Allied Control Council) to the ex- 
pulsion of the German population from 
east of the Oder-Neisse line implies that 
the western powers accepted the line as a 
fait accompli. 


Food Productive Capacity East of the 
Oder-Neisse Line 


The area east of the Oder-Neisse line 
in 1939 contained 13.7 percent of the 
total population, 24.1 percent of the 
total area, and 25.1 percent of the total 
agriculturally-used land in the old Reich. 
It contained 30.5 percent of the horses 
20.4 percent of the cattle, and 23.5 per- 
cent of the hogs. It accounted for about 
29 percent of the total area planted to 
food and fodder grains, 30 percent of the 
area in potatoes, 27 percent of the sugar 
beet hectarage, and about the same per- 
centage of “other crop-land.” It was 
predominantly an agricultural area with 
few large cities although with compara- 
tively rich mineral deposits and signifi- 
cant industrial development, particularly 
in Silesia. Its loss by the German 
economy has been important, although 
frequently over-estimated. In the prewar 
Reich this area was a comparatively 
sparsely settled region. See Table I. 
TABLE I—Poputation Densrries East AND WEST OF THE 

Oper-Neusse, 1939 


(Persons per square Kilometer) 


Based on: East of O-N West of O-N 


Byrnes points out that: ‘“. . . We specifically refrained from 

promising to support at the German Peace Conference any 

particular line as the western frontier of Poland . . . To 
(Footnote 12 continued on page 106) 
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- In 1939 each German resident. east of 
the Oder-Neisse line could draw upon 
0.75 hectares of agriculturally-usable 
land for his food; his compatriot west of 
the line had only 0.36 hectares avail- 
able.!* The area east of the line had for 
generations been the settlement frontier 
in Germany as well as the home of large 
estates and of large-scale agriculture. It 
was a region in which big farms, depen- 
dent on large labor forces and frequently 
on migratory labor, set the agricultural 
tone. It was productive, and what was 
more important, its produce came on the 
market. With relatively few industrial 
centers and with high transportation 
costs, agriculture in this region was 
forced to concentrate on marketable 
crops that could be transported long 
distances. Its principal grain crop was 
rye, and it contributed more than its 
proportionate share of the Reich’s pota- 
toes and sugar beets. For this reason 


it has frequently been claimed that 


this area could feed itself and many 
millions of western Germans. In the 
postwar atmosphere these claims have 
often been exaggerated and it is of im- 
portance to set forth here as accurate a 


(Footnote 12 continued from page 105) 

remove even an excuse for Poland or the Soviet Union to 
claim that the line had been established or that there was 
any promise to support a particular line, the Berlin Protocol 
declared: ‘The three heads of government reaffirm their 
opinion that the final delimitation of the western frontier of 
Poland should await the peace settlement.’ In the light of 
this history it is difficult to credit with good faith any person 
who asserts that Poland’s western boundary was fixed by 
the conferees, or that there was a promise that it would be 
established at some particular place.” (p. 81) 

13 One hectare equals 2.471 acres. 

14 See, for example, G. W. Harmssen, Reparationen, Sozial- 
produkt, Lebensstandard (Bremen, Friedrich Truejen Verlag, 
1948, p. 37), in which the figure is set at 7 million; Hugo von 
Oertzen, Ernaehrungsleistung Ost-Deutschlands (Hamburg: 
Noelke Verlag, 1948), p. 21, in which the figure is set at 5.9 
million persons; this latter estimate is also contained in, ““The 
Agricultural Significance of the Area East of the Oder- 
Neisse Line,” Europa-Archivx, May 1947, p. 582. On the 
other hand, the German Institute of Economic Research set 
the figure at 4.5 million; see Die Deutsche Wirtschaft Zwet Jahre 
Nach dem Zusammenbruch, (Berlin: Deutsches -Institut fuer 
Wirtschaftsforschung, 1947), p. 10. 

185A long article appearing in Die Zeit, Vol. 2, No. 13, 
Hamburg, April 10, 1947, claimed that the food produced 
and not consumed east of the Oder-Neisse would have 
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statement as can be prepared regarding 
the food productivity of this region. 

Numerous responsible German publi- 
cations have made claims that this area 
fed itself and from five to ten million or 
more western Germans prior to the war." 
Most of these estimates are based on 
highly schematic assumptions and leave 
much room for statistical argument. 
Germany east of the Oder-Neisse line 
was an integral part of prewar Germany. 
The line does not conform with any 
political boundaries that have existed in 
modern history. There was no reason to 
collect or to report statistics on food 
productivity east of this line; and their 
reconstruction after the war can be 
accomplished only on the basis of numer- 
ous assumptions, all of which can be 
prejudiced and variously interpreted at 
the will of the author. Although several 
surveys of this region have appeared, 
there has been no thoroughly docu- 
mented study to date that will permit a 
definitive rejection of the extravagant 
claims made regarding it.15 The study 
by von Oertzen, cited above, reduces all 
foodstuffs to their ‘‘grain value” equiva- 
lent.'¢ By using this grain equivalent 
fed 9.3 million persons in western Germany, at a ration 
level of 2860 calories per day. The data supporting this 
article are virtually identical with those contained in a 
series of publications that appeared in the British Zone 
during the latter part of 1946, in both English and German, 
purporting to prove that solution of the German food prob- 
lem is impossible without return of the area east of the Oder- 
Neisse. See, Agriculture and Forestry in East Oderland (no 
author or publisher given), Hannover: Goehrmann Verlag, 
1947 and Ackerbau, Viehzucht, Forstwirtschaft in Schlesien ( no 
author or publisher given), printed by Georg Westermann, 
Braunschweig, September 1946. This latter publication 
concludes that, “‘Western Germany could cover up to 25% 
of its actual requirements in agricultural consumption goods 
through the surpluses of the German east” (p. 43). Assum- 
ing the prewar population of 58.8 million west of the Oder- 
Neisse, this statement would seem to claim that Germany 
east of the Oder-Neisse fed itself and in addition supplied 
the total requirements for almost 15 million western Germans 
—certainly a high-water mark in extravagant claims made 
about the surplus food productivity of the area. 

16A unit of wheat or rye is taken as the standard, and 
other field crops related to it; livestock products are con- 
verted at their value in terms of the fodder (in grain values) 
required to produce them. For a more detailed discussion 


of this “grain value” denominator see E..Woermann, 
(Footnote 16 continued on page 107) 
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multiplier an annual average per capita 
consumption is developed’ in the area 
concerned, and the non-consumed. re- 
mainder is considered as available for 
western Germany. The figure of 5.9 
million is. obtained by dividing the 
surplus production of the Oder-Neisse 
area, expressed in grain-values, by the 
average west-German per capita con- 
sumption (also in grain values) prior to 
the war. This method is reasonably ac- 
curate although subject to influence 
through the choice of multipliers used in 
determining the grain-value denomina- 
tors, and the food consumption levels. 
The Food and Agriculture Group of 
the United States Office of Military 
Government for Germany (hereafter 
OMGUS) attempted in 1947 to develop 
statistics on the importance of the Oder- 
Neisse line, using production statistics 
and the records of rail and other trans- 
port movements.'7 This method avoids 
one of the most serious deficiencies of 
other estimates in that it does not in- 


volve an assumption that everything 
surplus to internal consumption east of 
the Oder-Neisse line did actually move 


to the west. In the other estimates cited, 
the surplus production of eastern Ger- 
many appears as an end result after 
home consumption and the “import- 
export” balance are considered. As a 
consequence, all of the intangible factors 
—the shrinkages and losses in processing, 
Storage, and transportation, plus the 
economic costs of these functions—are 
left out of the calculations. The 
OMGUS study, in which total produc- 
tion east of the Oder-Neisse was reduced 
to calories, concluded that the area 
produced for human consumption in 
(Footnote 16 continued from page 196) 
“Ernaehrungswirtschaftliche Leistung taebe,” Mitteil- 
ungen fuer die Landwirtschaft, September 2, 1944. 
17 See, The Basic Structure of Prewar German Food and 
Agriculture Economy and the Relation of the Area East of Oder- 


Neisse Line, OMGUS, Economics Division, Food and Agri- 
culture Branch, Berlin, May.1947. Two men were primarily 
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1935-38 a total of “about 15.5 trillion 
calories annually. Its population of 9.6 
million consumed 11.0 trillion calories 
leaving for export to Germany as 
presently bounded 4.7 trillion calories 
which was sufficient to feed 4.5 million 
persons 2910 calories per capita per 
day.” In short, in prewar years the 
area east of the Oder-Neisse supplied 
food for some 14.1 million persons.'® 

Most discussion of the food surplus pro- 
duced east of the Oder-Neisse overlooks 
one basic fact. This area produced pre- 
dominantly grains, potatoes, and sugar. 
It was also the most important hog 
surplus area in Germany. Its proportion- 
ate contributions, however, of other 
livestock products, of milk and milk 
products and of fish and eggs were sig- 
nificantly below its contribution of carbo- 
hydrate foods and of pork. Although 
its milk production was approximately 
25 percent of that of the Reich as a 
whole, and of meat about 10 percent, 
the calories derived from these sources 
and outshipped to western Germany accounted 
for only 508 billion calories, or less than 
12 percent of the total calories exported 
to western Germany.'* The calories 
sent west were primarily carbohydrate 
calories and failed by far to reach a 
qualitative importance in total German 
food production often assumed to exist 
on the basis of the fact that this area 
accounted for 25 percent of the agricul- 
turally-used land. 

A second fact that has contributed to 
error in reporting the surplus production 
of the area east of the Oder-Neisse is that 
per capita food consumption in that 
area, as befits a rural region, was above 
that of the remaining Reich. Use of 


responsible for this study: Dr. Vladimir Timoshenko, 
then on leave from the Food Research Institute, Lland! 
Stanford University, and Mr. Gwynn Garnett, now Chief, 
Food and Agriculture Division, Office of the United States 
High Commissioner for Germany. 

18 Jbid., p. 14. 

19 Ibid., pp. 8, 11, and 14. 
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Reich-wide rates of home consumption 
to compute the food consumed locally 
east of the Oder-Neisse understates the lo- 
cal disappearance and overstates the po- 
tential availability for western Germany. 

Any attempt to reduce all foods to a 
common denominator, whether calories, 
grain equivalent, starch values, or tons, 
must struggle with the confusing fact that 
foods are not alike. Since the area east of 
the Oder-Neisse line was a great calorie 
producer, particularly in grains, sugar, 
and potatoes, almost all of the estimates 
of its surplus production stumble on the 
question of converting these calories or 
grain values into a standard that permits 
comparison with western Germany. The 
inevitable consequence is that all meas- 
ures of food production in eastern 
Germany overstate its contribution to a 
nutritionally balanced diet. This over- 


statement need not be distorting if con- 
sideration also is given to the fact that 
the food surplus of eastern Germany, if 


transported west, would fill primarily the 
carbohydrate requirements of a western 
diet. These foods would face import 
competition from grains and sugar—the 
very foodstuffs that western Germany can 
today import to best advantage. Viewed 
in this light, one aspect of the issue thus 
becomes: Could western Germany in the 
long run best cover its protein and fat 
requirements by converting through live- 
stock the carbohydrates produced east of 
the Oder-Neisse? If not, what emphasis 
should be placed on importation of 
grains, feeds, fats and oils from world 
market sources? There is no easy 
answer. One of the unknown factors is 
the ability of the former eastern German 
territories to realign their agricultural 
economy in keeping with postwar re- 
quirements. Their prewar performance 
affords the only objective data and these 
data are not encouraging. 


It is argued that it is immaterial 
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whether the grains, potatoes, and sugar 
were shipped west or whether they were 
retained east of the Oder-Neisse and 
marketed through livestock. Provided 
the proper multiplier is used, the argu- 
ment continues, to convert livestock into 
“grain values” or “starch equivalents,” 
all is well. ‘The fact remains that the 
surplus potatoes were converted to alcohol 
in large quantities, the grains were not 
fed to livestock east of the Oder-Neisse on 
a scale comparable to that in western 
Germany, and this area did not con- 
tribute proportionately to Germany’s 
demand for livestock products, save for 
pork. Its system of agriculture did not 
emphasize livestock farming, with its 
intensive land use and labor demands. 
The intensive production of livestock 
products made demands on the structure 
of farming that eastern Germany was 
not equipped to meet. From the stand- 
point of total food production, and the 
total national effort required to produce 
it, it is certainly a matter of economic 
importance that prewar eastern Germany 
did not convert its grains, potatoes and 
fodder crops to livestock products in large 
quantity, and did leave the task of doing 
so to the west of Germany. 

The differences in farm organization 
and in labor requirements between east- 
ern and western Germany deny the glib 
use of a “grain equivalent” or “starch- 
value” denominator if the real costs of 
the nation’s food production are involved. 
A ton of pork and five tons of grain are 
equivalent only if no regard is taken of 
the relative production costs involved. 
It is a cardinal weakness of much agri- 
cultural economic thinking in Germany 
that these comparisons continue to be 
made with no regard for costs. 

Prewar Sources of Food for Germany 

A more significant picture of German 
indigenous agricultural productivity, for 

20 See, for example, von Oertzen, op. cit., p. 16. 
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the Reich as a whole and the area east of 
the Oder-Neisse line, is presented in 
Table II. 

Considering total food availability in 
prewar Germany, including home pro- 
duction and imports of foods and feed- 
stuffs, the relative role played by the 
area east of the Oder-Neisse declines. 
This is exhibited clearly in Table III 
which shows the prewar food sources of 
present Germany, west of the Oder- 
Neisse line. 

In the prewar period Germany, as 
presently bounded, received (in calorie 
units) 10 percent of its flour, food cereals 
and pulses, 18 percent of its sugar, 13 
percent of its cheese, and 6 percent of its 
potatoes from east of the Oder-Neisse 
line. On the other hand, it received 
only 8 percent of its meat, 2.3 percent of 
its fat, 0.9 percent of its whole milk, 3.0 
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percent of its eggs, and little or no fish 
from that area. Were foods from east 
Germany in these same quantities and 
varieties available in Germany west of the 
Oder-Neisse today, they would supply 
nearly eleven million persons with their 
sugar, but only one-half million with 
their whole milk at the respective prewar 
levels of consumption in the rump Reich. 
Table IV shows these wide variations in 
the numbers of people who were depen- 
dent on the area east of the Oder-Neisse 
for different types of foods in the prewar 
years. The great differences in these 
figures illustrate clearly how misleading 
it can be to make sweeping statements 
regarding the number of people who 
could be fed from the food surplus of 
eastern Germany. 

All of the measures of production dis- 
cussed above have been couched in 


TABLE II—Germany: SHARE OF ToTAL AVAILABLE INDIGENOUS Foop Propucep East OF ODER- 
NeEtsseE LINE 


(Average of 1935-38)! 











Total Old Reich East of Oder-Neisse Area 





% of Reich 
Total 


Billion Calories | Billion Calories 





Flour, bread grains and pulses, for food 
(for beverages) 
Potatoes, food 


Meat, excl. slaughter fat 
Fat, commercial 


Total, for food 
for beverages 


Total potential availability from indigenous 
production? 


25,960 


6,990 2 
(2,230) 1 


6. 
(235) 0. 
24 


9,543 
(1,462) 
6,784 
6,145 
7,668 
4,810 
470 

607 
1,013 


63,000 
3,692 


66,692 








2,370 
(931) 
1,756 
1,309 
1,678 
779 
83 
150 
159 


15,274 
1,166 


16, 440 





63. 
25. 
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! The Basic Structure of Pre-War German Food and Agriculture Economy and the Relation of the Area East of Oder-Neisse Line, 


op. 


cit., p. 6. 
2 Including livestock products produced internally from imported feeds. 
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TABLE IJJ—Strrucrure or Prewar Foop Economy or GERMANY AS PRESENTLY BouNDED.! 
(Based on 1935-38 Average Indigenous Production and Imports, and on Statistics of Shipments from Area East of Oder- 


Neisse in 1937) 
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1 The Basic Structure of Prewar German Food and Agriculture Economy and the Relation of the Area East of Oder-Neisse I ine, 
op. cit., p. 10. The computations in the table were based on an assumed 1989 population of 59,700,000 persons in that area 
now ma ing up present rman. 

2 The 9.2 trillion calories are equal to about 3,000,000 metric tons, in grain equivalent. 


physical terms. This is fashionable in reliability of any comparisons based on 
postwar Germany and in fact has been monetary value. If value comparisons 
necessary because of the complete un- could be made, it is clear from the above 


TABLE IV—Numeser or Persons In Rump GerMANY WHo Coup HAvE BEEN SUPPORTED AT PREWAR 
ConsuMPTION LEVEL BY Foops SHIPPED WEST FROM ODER-NEISSE AREA IN 1937! 











Imported Food Persons fed 
from Eastern i a in cal. from Eastern 


Area : p. Cap-year Imports 
Trillion Cal. : Cal. 000 Persons 








Total Flour, Food, Cereals & 

Pulses avail. for Consumption. . . 2.32 386,535 6,002 
Potatoes 0.44 128,845 3,415 
1.12 10,959 
0.47 4,953 
0.28 1,382 
0.04 586 
0.08 ; 7,828 
0.02 
0.04 
4.73 2,910 1, 062, 150 

















1 Computed from The Basic Structure q, press German Food and Agriculture Economy ani the Relation of the Area East 
of Oder-Neisse Line, op. cit., Table 9, page 1 
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that eastern Germany excelled in the 
production of foods having a relatively 
low value-weight ratio. If the value of 
food products were taken as a standard, 
the significance of the area east of the 
Oder-Neisse line would drop perceptibly 
because of the relatively high value of 
the livestock and horticultural products, 
fruits, and vineyard products whose pro- 
duction was concentrated in the western 
and southern parts of Germany. 

An attempt was made by a League of 
Nations’ Study Group to place European 
agricultural comparisons on a currency- 
value basis that would enable interna- 
tional comparison in modified value 
terms and independent of the currency 
units concerned.?! This study made 
use of a “Crop Basket” technique de- 
veloped by Dr. Adolf Kozlik, and ex- 
plained as follows: 


“The Crop Basket. A crop basket has been 
selected that is made up of one quintal (100 
kilograms) of the six most important Euro- 
pean crops in the proportion of their total 
European production during the 1931-1935 
period. The composition of this crop basket 
is as follows: 16 kg. wheat, 9 kg. rye, 6 kg. 
barley, 10 kg. oats, 6 kg. maize, 53 kg. 
potatoes, (total) 100 kg. 

“Price Data. The price of a crop basket in 
each country is next computed. This by 
definition is the price of one quintal of the 
selected group of crops determined by weight- 
ing each individual crop price by the pro- 
portion of the. European crop basket repre- 
sented by that crop. The unweighted price 
of each agricultural product, whether con- 
tained in the basket or not, is then expressed 
in terms of its ratic to the sum of the weighted 
prices of all the products contained in the 
crop basket.’’22 


Using the “international Crop Unit” 
developed on the basis of this Kozlik 
method, tables were prepared showing 
the European agricultural net produc- 
tion in Crop Units for the period 1931- 


| Wilbert E. Moore, Economic Demography of Eastern and 
Southern Europe, (League of Nations, Princeton University. 
Press, 1945). 


35. Although this period does not in- 
clude the four prewar years in which 
Germany made its greatest strides to- 
ward food self-sufficiency, and would 
therefore present a somewhat distorted 
picture for the comparison of prewar 
Germany with other countries, it does 
permit a usable comparison internally 
between the area east of the Oder-Neisse 
line and the rump Reich, as shown in 
Table V. 


TABLE V—Acricutturat Net Propuction In “INTER- 
NATIONAL Crop Units” Germany, 1931-35 
(By Postwar Zones of Occupation)! 
Production 
Zone Net Agr. (in 1000 
Units “Crop Units”) 





Totat GERMANY 1,112,700 .... 


1 The zonal division of the data has been accomplished 
by the use of a statistical key based on the total area of 
agriculturally usable land in the parts of former Laender 
aha Provinces now contained in the respective zones. Since 
the data in the original table presented by Moore are given 
by Laender and Prussian provinces, the errors resulting 
from the use of this key are small. 

One of the surprising facts shown in 
this table is that the British Zone, and 
not the Soviet Zone or the area east of 
the Oder-Neisse, was the largest prewar 
producer of agricultural products, if 


both values and quantities are considered. 


The percentage distribution of total 
food production, in weighted value terms 
(International Crop Units), shown by 
Table V sets forth the over-all role 
played by the area east of the Oder- 
Neisse in a manner not permitted by 
data based on calories, starch value, or 
other measures expressed in physical 
quantities. Although an important food- 
producing area, with over 25 percent of 
the total agriculturally-used land in the 
old Reich, the area east of the Oder- 


22 [bid., pp. 155-156. For a more complete explanation of 
this method consult pp. 145-180 of the study. 
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Neisse failed to maintain this relative 
position if the real value of the food to 
the economy is taken into consideration. 
It may be objected that in a hungry 
Germany attention cannot be concen- 
trated on the value of food but must be 
centered on the calories or quantities 
made available. For certain purposes 
this can be conceded. Nevertheless, 
effort and resources are required to pro- 
duce food. No economy can long ignore 
completely the magnitude of this national 
effort required. The relative levels of 
agricultural prices in Germany have long 
been unrepresentative of the extent of 
that effort. Yet values and costs of pro- 
duction cannot be kept out of considera- 
tion. 


The Indispensable East 


A popular argument in present-day 
Germany is that it is not only the quanti- 
ties of food from east of the Oder-Neisse 
that were important to western Germany 
but in particular the quality and indis- 
pensable nature of certain of that area’s 
products. The fact that most of prewar 
western Germany’s seed potatoes came 
from east of the Oder-Neisse is cited as 
irrefutable evidence that western German 
agriculture cannot remain productive 
without the constant renewal of disease- 
free seed potato stocks from the east. 


“The west and south of Germany,” it is 
argued, “‘as agricultural practice again and 
again confirmed, is unquestionably forced to 
dependence upon the import of seed potatoes 
from the East. If these supplies fail, the 
potato harvest in western and southern 
Germany, in spite of the planned expansion 
of the crop area, will continuously decline 
and will never be able to meet the require- 
ments of the population for eating potatoes.” 


The experience of the past two years 
explicitly refutes this argument. Cut 
off from any seed potato supplies from 


23 Ackerbau, Viehzucht, Forstwirtschaft in Schlesien, op. cit., 
p. 28. 
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east of the Oder-Neisse since 1945 (and 
in general from the Soviet Zone as well), 
the farms of the three western zones 
produced in 1948 their record potato 
harvest, with yields in most areas higher 
than ever before recorded. In 1949 the 
yields dropped somewhat but were mark- 
edly above the high prewar yields of 
1935-38.24 Western Germany has been 
fully self-sufficient in potatoes for two 
years past, thereby removing a major 
protestation regarding the indispensable 
nature of the eastern territories. 

The foods produced east of the Oder- 
Neisse were the relatively less-valuable 
foods, reflecting their relatively lower 
costs of production. They were also com- 
posed of large quantities of grains and 
sugar, commodities that were highly pro- 
tected in the prewar German economy. 
That area was the area most readily 
affected by world price movements and 
most in need of subsidization to maintain 
its productive levels. These subsidies 
were believed justified by Nazi Germany, 
in its preparation for war. Their con- 
tinuation might also have been justified 
in the immediate postwar period, had 
that area been retained within Potsdam 
Germany. Eventually the artificial 
stimulation of the eastern German agri- 
cultural economy would have had to be 
re-examined to determine whether and to 
what extent it was actually wise to con- 
tinue its subsidization. 

It is clear, beyond all possible doubt, 
that the area east of the Oder-Neisse 
would not have contributed as much 
food to western Germany in the years 
since the war as it had in prewar years, 
even if it had not been separated from 
the rump Reich. Agricultural produc- 
tion in the east of Germany depended on 
heavy applications of commercial fer- 
tilizer which has been in short supply 


%4See, in this connection, Philip M. Raup, “Bostwar 
Agricultural Recovery in Western Germany,” Journal of 
Farm Economics, February 1950. 
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even in the reduced area of the west. The 
prewar labor supply consisted of a large 
percentage of German youth, impressed 
into labor battalions, plus foreign or 
migratory farm workers, chiefly Polish. 
During the war the impressed semi-slave 
laborers from countries overrun by Ger- 
many were used to keep this area in 
production. Both labor supply sources 
would have failed after the war. The 
transport system was also seriously dis- 
rupted, particularly in the East. All 
these considerations, and many others, 
make it very doubtful whether the area 
east of the Oder-Neisse would have had 
any net food surpluses whatsoever to 
contribute to western Germany in these 
postwar years, even if it had been re- 
tained as a part of the economy of the 
Reich. This factor is commonly ignored 
in all discussions of the contribution to 
German food production made by the area 
east of the Oder-Neisse. Admitting that 
the food surpluses of that region were a 
valuable addition to the German food 
supply, admitting that their loss to the 
postwar German economy has had serious 
consequences, it is none the less true that 
the importance of this loss is repeatedly 
being over-estimated. It is by no means 
clear that Germany, in the long run, 
could afford to continue the measures of 
agricultural protection and food autarky 
that were necessary to keep that area in 
full production. 


Throughout the war the burden of 
supporting the eastern territories created 
Strains for the German economy. One 
of the most serious problems was the 
eastern rail transport system that had 
required continuous subsidy from the 
restofGermany. Military considerations 
and the eastern colonization policies of 
successive German governments had dic- 
tated a system of rail rate differentials to 
favor the east. In reviewing this policy 
during the war Paul Schulz-Kiesow 
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pointed out that: ““The distressed condi- 
tion of agriculture in the old and new 
east is so precarious that after the end of 
the war immediate emergency measures. 
will be necessary.”?> He urged the adop- 
tion of special freight rates for the eastern 
territories to aid ‘“‘the agriculture of 
eastern Germany, [which is] suffering so 
greatly from its distance from market.”’?* 
Although it affords scant comfort to 
western Germany, which is mourning 
the loss of its eastern territories, it is. 
nevertheless true that the return of these 
territories would require the resumption 
of subsidies and capital investments that 
would strain severely the struggling 
economy of the remainder of the country. 


Whether or not four million, five 
million, or seven million persons in the 
area of present Germany were fed in the 
prewar years through food surpluses from 
the eastern territories is not a particularly 
relevant question at the moment. As 
shown in Table III, about forty-eight 
trillion calories were produced annually 
in the years 1935-38 in Germany as 
presently bounded. At the prewar con- 
sumption rate of 2,910 calories per capita 
per day, this would have supplied be- 
tween forty-five and forty-six million 
persons with a prewar diet. There are 
today some sixty-seven million persons in 
that same area, about twenty-two million 
more than could have been fed from 
indigenous production in 1935-38. If 
the top prewar production levels could 
be reached, present Germany would still 
be forced to look outside her boundaries. 
for food for over twenty-one million 
people. Were the food surpluses from 
the area east of the Oder-Neisse available 
to present Germany at full prewar levels,. 


26 “Die Bedeutung der Guetertarifpolitik der Deutschen 
Reichsbahn Als Mittel zur Uberbrueckung der Marktferne 
der Landwirtschaft des alten und des neuen Ostens,” in 
Raumforschung und Raumordnung (Berlin, Kurt Vowinckel 
Verlag, Vol. 8, No. 1, 1944), p. 21. 


26 Ibid., p. 20. 
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the best estimate is that this might at 
most supply the food for some five mil- 
lions now resident in the four zones of 
occupation. If all Germans once resi- 
dent east of the Oder-Neisse line were to 
return there would still remain six to eight 
million persons in western Germany de- 
pendent on imports for their food supply. 

It is obvious that the statements above 
are broad generalizations. They are 
supported by data; but these data, al- 
though the best available, are far from 
perfect. Nevertheless, if the restoration 
of prewar boundaries and the return of 
expelled populations would reduce 
present food import requirements by 
two-thirds, a strong argument could be 
made for boundary readjustments. The 


purpose of the arguments presented here 
has been to point out the complex 
nature of the problem and to question 
the assumptions that underlie the claims 
now being made. 


Loss of the eastern territories has 
greatly complicated the problem of food 
supply for defeated Germany. Return of 
these territories would certainly not 
solve the present food problem, unless it 
is assumed that there will be no territorial 
readjustments to favor Poland, that all 
Germans once resident east of the Oder- 
Neisse would return, and that that area 
would be subsidized and protected to a 
degree that would return it to its prewar 
levels of production. Each of these 
assumptions appears unrealistic in the 
extreme in 1950. 

Hope of the full return to Germany of 
the total area east of the Oder-Neisse 
line appears to be a political fantasy 
indulged in only by the more irrespon- 
sible elements in postwar Germany. A 
possibility exists, however, that the Com- 
munist desire to: win political advantage 
in Germany may lead to a Russian at- 
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tempt at boundary readjustments, when 
in Russian opinion the maximum politi- 
cal advantage can thereby be achieved. 
It is unlikely that Russo-Polish control of 
the mouth of the Oder would be sur- 
rendered under any foreseeable circum- 
stances. It is equally unlikely that the 
Russians will be tempted to go so far as 
to return the coal and other mineral re- 
sources of Upper Silesia to German 
hands. Some realignment, however, in 
that southern part of the present boun- 
dary formed by the western Neisse has 
almost certainly been discussed in Rus- 
sian-Polish circles at the insistence of 
German Communists who are aware of 
the political magic they might thus ac- 
complish. If boundary changes were 
attempted in Lower (and a part of 
Upper) Silesia they would not basically 
alter the food supply situation for post- 
war Germany. Sugar and potatoes would 
be the foodstuffs primarily involved. 
Were an area of Silesia now to be re- 
turned to Germany it would occur at a 
time when western Germany has achieved 
potato self-sufficiency, and under world 
market conditions that permit Cuban 
sugar to be laid down at German ports 
at prices well below German costs of 
production, even at the official rate of 
mark-dollar exchange. As a consequence, 
a new aid and subsidy program would 
quite probably be required to maintain 
agricultural production in the restored 
territory at anything like a desired level. 

The fixing of a final eastern German’ 
boundary at a Peace Conference has 
been a repeatedly announced policy of 
the Western Allies. For many reasons 
some readjustments in the present boun- 
dary would be desirable. There should 
be no delusions, however, that the 
German food problem can be solved in 
that way. 





An Analysis of Commercial Construction! 
By HENRY B. SCHECHTER* 


| | Ke eeerighoonet for new, privately- 
financed commercial construction 
during the postwar years have averaged 
a little more than $1 billion a year, just 
about equal to the annual average rate 
for 1924 through 1930. If the current 
postwar construction pattern were to 
parallel that which followed World War I 
and show a marked upswing in activity 
for the next two or three years, it would 
imply an annual rate of $1.5 billion or 
more of commercial construction by the 
end of that period. A billion dollars of 
annual investment was an important 
element in sustaining the economy at a 
high level in the late ’twenties, and the 
prospects for commercial construction 
investment of about $1.5 billion per year 
are important in the calculations for 
maintaining the economy at its present 
full-employment level during the next 
few years. In consideration of this 
larger question it has been necessary to 
analyze questions of more particular 
current interest, such as the present 
economic position of different types of 
commercial structures, decentralization 
of commercial facilities, and the financ- 
ing of commercial construction. 
Commercial construction consists of 
two major components—‘‘stores, restau- 
rants and garages” and ‘warehouse, 
office and loft buildings.” Stores include 
all retail stores or shops used in the sale 
of goods or services; garages include 
storage and repair garages and service 
stations; restaurants include all places 
where food and drink are sold for con- 
sumption on the premises; warehouses 


t This study was prepared at the Construction Division, 
U. S. Department of Commerce, under the direction of 
Samuel J. Dennis who furnished valuable criticism. Thanks 
are due also to Robinson Newcomb and Sidney Gertler for 


include all commercial warehouses and 
storage buildings (excluding cold storage, 
grain elevator and storage silos); office 
and loft buildings include banks and 
other financial institutions as well as all 
types of office buildings and loft build- 
ings, except buildings owned by public 
utility companies. ! 


Stores, Restaurants and Garages 


In the three years preceding the second 
World War and in the four postwar years, 
stores, restaurants and garages accounted 
for over 70 percent of total new private 
commercial construction in each year. 
It is expected that in the years immedi- 
ately ahead it will be this component, 
which may be termed ‘“‘retail commercial 
construction,” that will continue to be 
the most important in setting the level of 
commercial construction. 

The construction of a retail establish- 
ment for the sale of goods and services is 
based on the builder’s estimate of capi- 
talized return upon the investment. The 
estimate of return upon the investment 
is, in turn, based on the volume of busi- 
ness which can be done at the particular 
location, figuring that the percentage of 
the business volume which must be 
allocated for rent will be at least sufficient 
to cover capital charges and yield the 
expected return. Many stores are built 
by investors as rental properties. Essen- 
tially, the builder-investor calculates his 
rental income prospects on an estimate 
of the potential volume of business. A 
direct derivation of rental income based 


their helpful suggestions. The contents are the personal 
responsibility of the author. 

* Loan Guaranty Service, Veterans Administration. 

1 See Technical Notes section for full listing and discussion 
of buildings included under each classification. 
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on business volume is becoming in- 
creasingly common with the use of the 
percentage lease, calling for stated per- 
centages of annual gross business volume 
as rent. 

The competitive element in retailing 
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operations makes for the building of new 
structures, (1) in locations which will be 
more convenient to the population than 
older locations, and (2) in locations im- 
mediately adjacent to those in which the 
volume of business is most intense. There- 


TABLE I—New Private ComMERCIAL ConstrRucTION ACTIVITY, IN CURRENT PRICES AND IN 1939 
Prices, 1920-1948! 


(millions of dollars) 





In Current Prices 


In 1939 Prices 





Total Warehouses, 


Stores 


Stores 
Restaurants 


Warehouses, 
Office & Loft 


Total 


Commercial 
Construction 


Office & Loft 
Buildings 


Restaurants 
& Garages 


Commercial 
Construction 


Building 





625 


258 


367 


570 
613 
716 
740 


940 
1107 
1145 
1121 


199 


312 
327 


151 


801 
619 
901 


1110 
835 
1224 


405 


535 165 370 


323 























1 Excludes warehouses, office and loft buildings and stores, restaurants and qasoane built for ownership by privately- 
owned public utilities. For 1920-32 includes publicly-owned commercial building, believed negligible in amount. 
Source: Department of Commerce. 
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fore, the supply of stores, restaurants and 
garages towards which the economy tends 
to adjust is dependent upon (1) the ade- 
quacy (by accepted standards) of shop- 
ping and service facilities for all resi- 
dential areas, an extensive concept en- 
tailing the provision of minimum shop- 
ping facilities for new residential neigh- 
borhoods; and (2) the volume of con- 
sumer expenditures, an intensive con- 
cept, encompassing the erection of new 
facilities or the expansion and improve- 
ment of present facilities by existing or 
new firms in attempts to garner more 
business in periods of new high levels of 
consumer expenditures. 

The rate of construction of new retail 


commercial structures in response to these: 


intensive and extensive influences is 
affected by technological innovations in 
retailing operations, such as self-service 
markets, automatic vending machines, 
and frozen food packaging. The data 
are not available with which to make a 
direct quantitative measurement of the 
influence of technological innovations. 
However, in the projection of the year- 
to-year relationships which have been 
developed between retail commercial 
construction and related factors the in- 
fluence of the technological innovations 
upon space requirements has been ac- 
counted for implicitly by using the an- 
nual volumes of actual construction as 
one of the variables. Furthermore, 
since the year-to-year changes in retail- 
ing methods are not radical and do not 
encompass a major portion of retail es- 
tablishments in any given year, it seems 
unlikely that technological innovations 
would significantly alter the established 
relationships for at least a few years. 
There is another offshoot of the com- 
petitive element which may affect the 
volume of retail commercial construc- 
tion in a given year and that is the ex- 
pansion of chain stores or the entry of 
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other newcomers into commercially satu- 
rated neighborhoods to take business 
away from established firms: This may 
result in the abandonment of some of the 
older stores. However, the resulting 
empty structures may serve as necessary 
replacements or expansions for other 
types of retail outlets in such neighbor- 
hoods and thus offset some potential new 
construction. For instance, a moderate- 
sized grocery store might have been 
vacated due to the advent of a chain store 
food supermarket in a particular neigh- 
borhood. The vacated store might serve . 
as an improved place of business for a 
florist who had been in a structure which 
has outlived its useful life. Since it is 
believed that the net effect of this type 
of development is negligible in its effects 
on the annual volume of new commercial 
construction and that a reasonable ex- 
planation has been found, based on the 
two factors previously enumerated, the 
influence of this facet of retail competi- 
tion upon construction has been com- 
pletely discounted in this analysis. 


There is also a certain amount of re- 
placement and improvement of existing 
retail structures which is partly due to 
obsolescence and partly to competition. 
In many cases, improvements (by com- 
petitors A and B) may make obsolete the 
unimproved structure of a competitor 
(C). As indicated below, there seems to 
be a minimum volume of replacement 
and major alteration work in retail com- 
mercial construction, and fluctuations 
above this minimum would appear to be 
largely a function of the volume of con- 
sumer expenditures. 

The extension of shopping facilities in 
areas where new residences are being 
built and -new neighborhoods develop- 
ing is an obvious method of obtaining 
retail business which has been practiced 
in recent decades. It is known that there 
is an interaction between residential 
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growth of an area and commercial 
growth of an area.? There are periods 
of residential construction and com- 
mercial construction which succeed each 
other repeatedly and at times overlap. 
Although studies of individual areas 
cannot yield any conclusive evidence as 
to cause and effect, it is possible to arrive 
at an acceptance or rejection of alterna- 
tive patterns of development from an 
analysis of the national aggregate data 
on the number of new dwelling units 
started annually and the annual physical 


TABLE II—Correvation CokrFIciENTs BETWEEN NUMBER 
or Housinc Units STARTED AND Retait COMMERCIAL 
Construction Activity In 1939 Prices 








Correlation 
Coefficient for 
period 1920- 
1948 (averag- 
ing Retail 
Commercial 
Construction 
for 1942-46 
and the Hous- 
ing Starts for 
Corresponding 
Years as One 
Year) 


Correlation 
Coefficient 
for period 


Relationship 1920-1941 





Volume of Retail Commer- 
cial Construction in Cur- 
rent Year (e.g. 1921) and 
Number of New Dvwell- 
ing Units started in fol- 
lowing year (e.g. 1922)... 

Number of Dwelling Units 
Started in Current Year 
(e.g. 1921) and Volume 
of Retail Commercial 
Construction in Current 
Year (e.g. 1921)......... 

Number of Dwelling Units 
Started in Current Year 
(e.g. 1921) and Volume 
of Retail Commercial 
Construction in Follow- 
ing Year (e.g. 1922).... 

Number of Dwelling Units 
Started in Current Year 
(e.g. 1921) and Volume 
of Retail Commercial 
Construction in Second 
Year thereafter (e.g. 1923) 

Number of Dwelling Units 
Started in Current Year 
(e.g. 1921) and Volume 
of Retail Commercial 
Construction in Third 
Year thereafter (e.g. 1924) 
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volume of retail commercial construction. 
The latter variable is represented by ex- 
pressing the annual current dollar vol- 
ume of construction in 1939 prices. 
Several correlations have been made 
between the number of housing units 
started and the physical volume of retail 
commercial construction, postulating 
different relationships. The results are 
summarized in Table II. It is evident 
that, in the aggregate, residential con- 
struction does not follow the develop- 
ment of commercial facilities. The sup- 
position that annual volume of residential 
and retail commercial construction vary 
simultaneously was not too well sup- 
ported by a correlation coefficient, 
r= +.74, for the period 1920-1948. In 
contrast, the relationship between the 
number of dwelling units started in a 
given year and the volume of retail 
commercial construction in the following 
year yielded a coefficient, r= +.87. The 
annual volumes of retail commercial 
construction in the latter correlation are 
no doubt due in part to residential starts 
in the same year as that of the commercial 
construction, as well as to starts in the 
previous years. The cumulative effect 
of housing starts over a period of several 
years upon the current annual volume of 
retail commercial construction is prob- 
ably much greater with retail commer- 
cial construction in the second year 
following housing starts. The latter 
timing relationship yielded the highest 
coefficient (r= +.93) but several more 
recent observation points were farther 
from the line of average relationship than 
was the case with a one year lag. Con- 
? For fuller exposition on this assocation in various forms, 
see Richard U. Ratcliff, “Some Principles of Site Selection 
in Outlying Retail Subcenters,” National Marketing Review, 
Fall 1935, p. 106, and “The Problem of Retail Site Selection, 
Michigan Business Studies, Vol. 1X, No. 1, University of 
Michigan, 1939. Also Malcolm J. Proudfoot, “City Retail 
Structure,” Economic Geography, October 1937, and Richard 
P. Doherty, “The Movement and Concentration of Retail 


Trade in Metropolitan Areas,” The Journal of Marketnz, 
April 1941. 
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sidering all factors, it is believed that for 
the purposes of arriving at a method of 
estimating the future trend of construc- 
tion in which this relationship is one of 
the economic data considered, the one- 
year lag is best. A fifth correlation, 
using a three-year lag between housing 
starts and retail commercial construction 
produced a lower correlation. The con- 
struction volume data used are on the 
basis of work put in place rather than 
work started.? The results which were 
obtained certainly lend support to the 
hypothesis that, in the aggregate, the 
construction of retail commercial facili- 
ties lags behind the construction of resi- 
dences; the same probably holds true 
generally in individual areas. 

The correlation analyses were for 
annual data covering the years 1920- 
1948. The results presented above were 
derived from computations in which the 
averages for the years 1941-1945 and 
1942-1946 were treated as one year to 


avoid distortions caused by wartime re- 


strictions upon construction. About the 
same results were obtained when the 
same analyses were carried through for 
the shorter period 1920-1941 without 
the inclusion of data for the war period. 


Retail Commercial Construction and Related 
Factors 


The points of relationship between the 
volume of retail commercial construction 
and the number of housing starts form a 
pattern which can be explained in terms 
of the intensive and extensive factors 
affecting retail commercial construction. 
Since the statistical records available 
permit analysis of less than two complete 
cycles, it is not yet possible to explain 
the historical pattern of behavior with 

3 The housing starts series used was for permanent dwell- 
ing units only. Temporary dwelling units, built almost 
exclusively during the five prewar and war years which have 
been averaged and treated as one year in the correlations, 


were not counted. It is doubtful whether temporary dwell- 
ings would result in private commercial construction to 
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complete assurance, or to draw positive 
inferences about the nature of the rela- 
tionships. Furthermore, the _ relation- 
ship between new dwelling units and 
commercial construction can be inter- 
preted only in the light of other pertinent 
economic influences considered in this 
analysis. With these qualifications, how- 
ever, the tentative conclusions that sug- 
gest themselves form a working hypothe- 
sis that should prove useful to further 
study of the problem. In terms of the 
long-term average relationship there is 
relatively more retail commercial con- 
struction in Year II than housing con- 
struction in Year I of the first, second, 
and perhaps third or fourth overlapping 
bienniums of a residential building up- 
swing, such as those ending in 1921, 1922, 
1923 and 1924, but with each successive 
period this relative advantage of retail 
commercial construction declines and, 
in the remaining periods, up to about the 
peak of the housing construction cycle, 
the situation is reversed and there is rela- 
tively more housing construction in 
Year I than retail commercial construc- 
tion in Year II of each successive over- 
lapping biennium (Fig. I). This would 
be a logical consequence of the develop- 
ment of neighborhoods. After the initial 
residential construction in an area has 
been completed, the shopping facilities 
follow and the shopping needs of addi- 
tional residents in the area can be met 
in large degree by the newly built retail 
establishments. For example, the first 
500 dwelling units started in the first year 
may be followed by six primary retail 
stores, such as grocer, baker, barber, dry 
cleaner, shoe repair and pharmacy. 
However, 650 units started in the third 
year may bring only two secondary- 


any degree; in some temporary housing areas built during 
the war, shopping facilities were constructed with public 
funds. 

4 The sequence of this relationship is not independent of 
various other economic factors which are reflected largely 
in the physical volume of consumer purchase3. 
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§ Ficure I—REeELaTionsHip OF NEw PERMANENT NonFAaRM DweELLinc Units STARTED IN 
Previous YEAR AND VOLUME OF STORES, RESTAURANTS AND GARAGES CONSTRUCTED IN CuR- 
RENT YEARS, AS MEASURED IN 1939 PRICES. 

The regression line in this figure is based on the equation Y=49 +.5274X, where Y 
represents the volume of store, restaurant and garage construction in the current year, meas- 
ured in thousands of 1939 dollars, and X represents the number of new dwelling units started 
in the previous year. 

The pattern formed about the regression line by the points of relationship can be ex- 
plained in terms of the cyclical behavior of new housing construction and of consumer ex- 
penditures. As housing construction increases from year to year in the first few years of a 
building cycle, the actual points of relationship form a continuous straight line, graphically, 
which crosses the line of regression at a positive but decreasing slope (e.g., 1921-24 and 
1934-41). The points of relationship for the terminal years of the early periods (e.g., 1921 
and 1935, and 1924 and 1941) are at the greatest distance (i.e., above and below, respectively) 
from the regression line. In terms of the long-term average relationship with housing con- 
struction, this represents relatively more retail commercial construction in the early years of a 
residential construction cyclical upswing and relatively less about the time the peak of the 
residential cycle has been reached. 

As housing begins to decline but consumer expenditures in stores, restaurants and garages 
continue to increase under the propulsion of the momentum from the boom in housing and 
other capital investment, the points of relationship between retail commercial construction 
and housing are found significantly above the line of regression, making for relatively more 
retail construction than housing in‘ terms of the long-term average (e.g., 1926-29). With 
the collapse of the general business boom and the consequent sharp decline in consumer 
expenditures, the annual volume of retail commercial construction also declines sharply to 
depression levels (e.g., 1929-33), completing the cyclical pattern of the retail commercial- 
construction, new-housing relationship. 
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purpose stores, such as housewares and 
clothing, in their wake. As a result there 
is a dilution of the commercial construc- 
tion component of annual total construc- 
tion volume in a residential neighbor- 
hood as the residential building cycle 
progresses toward its peak. 

As the building cycle progresses, the 
intensity of consumer expenditures per 
dwelling unit keeps increasing due to 
growth of families and income. By the 
time the residential construction cycle 
reaches its peak there is a realization of 
the opportunity for profitable duplica- 
tion of facilities in newer neighborhoods 
and expansion and rebuilding in older 
neighborhoods. As housing begins to 
decline, but consumer expenditures in 
stores, restaurants and garages continue 
to increase, the annual volume of new 
retail commercial construction rises rela- 
tive to housing construction. The rela- 
tively high levels of retail types of con- 
struction in years such as 1926 through 
1929 can be explained by the new 
heights of retail consumer purchases, 
measured in constant prices, which were 
reached in each of the successive years. * 
Since the volume of new store, restaurant 
and garage construction per new dwelling 
unit was greater than average for a num- 
ber of successive years, it probably was 
supported at such heights by a need for 
increased capacity to handle higher 
volumes of consumer purchases. 

Some judgment can be formed as to 
the degree to which the growth in con- 
sumer expenditures in an area is likely to 
take the form of intensified expenditure 
in existing shopping areas, and to what 

5An annual series of consumer expenditures in stores, 
restaurants and garages was compiled for 1929 through 
1948, using detailed data on consumer expenditures, pub- 
lished by the Department of Commerce, National Income 
Division, for 1929-1948. Included in the estimated con- 
sumer expenditures in stores, restaurants, and garages were 
consumer expenditures for all durable consumers goods, for 
all non-durable consumer goods minus imputed items and 


for selected services which are rendered in stores. The series 
of all consumer expenditures in stores, restaurants and 
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extent it may result in a more rapid ex- 
tension of retail commerical facilities, by 
analyzing the current trend toward 
centralization or decentralization of 
population. A given increase in popula- 
tion can be housed through an increase 
in density of occupied land areas, or 
through an extension of housing facilities 
to unoccupied areas. Increased density 
lends itself to increased buyer density per 
commercial structure which allows for a 
delay in the duplication of some shop- 
ping facilities, whereas an extension of 
housing facilities is apt to be followed 
shortly by a full “‘first layer” of necessary 
shopping facilities. ® 

During the 1920’s there was a great 
increase in the population of central 
cities and a correspondingly heavy in- 
tensification of purchasing power. As 
the population density per square mile 
was increased greatly, the dilution of 
retail commercial construction as a per- 
centage of the total retail commercial 
and residential construction continued 
from year to year from 1921 to 1924. 
By 1925 the opportunities for duplica- 
tion of facilities in existing shopping areas 
had cumulated and construction was 
spurred on by a profitable outlook due 
not only to the increased buyer density, 
but also due to the increased land values 
and capitalization of the existing central 
urban commercial structures whose rental 
values and charges had gone up. The 
new structures, therefore, could also hope 
to realize a high rental income. There 
was a spurt of retail commercial con- 
struction which kept that activity high 
relative to the amount of residential con- 


garages was extended backward to 1921 by linking this 
series in 1929 to an index of the old (unrevised) Commerce 


Dept. series of total consumer expenditures. See Technical 
Notes for fuller explanation. 

* Ignoring the factor of extension of housing facilities and 
approaching the problem of retail commercial construction 
through a direct relationship between the annual volume of 
such construction and the estimated annual net increase 
in the number of families fails to show any significant re- 
lationship. 
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struction from 1925 through 1929. After"yvolume of consumer expenditures and 


that, the sharp decrease in consumer 
expenditures served to bring retail com- 
mercial construction down to minimum 
levels where it remained throughout the 
depression. There were signs of a com- 
mercial construction revival in 1936 and 
1937 in response to an increasing volume 
of new housing and to new highs in the 
physical volume of consumer purchases. 
However, the drop in consumer expendi- 
tures in 1938 set back this revival and a 
few years later the wartime restrictions on 
construction cut retail commercial con- 
struction back almost to zero. 

During the years following the last 
years of the house building decline (i.e., 
1932, 1933 and 1934) the construction of 
stores, restaurants and garages hovered 
about the $100 million level. This would 
appear to be the approximate minimum 
for relocation, replacement and new 
ventures which is associated with the low 


accompanying poor business outlook 
which prevailed in those years. The 
three years 1932-34 which marked the 
lowest house building activity during 
the 1920-48 period, were also the only 
three years in which more than half of 
new non-farm dwelling units started 
annually were in rural non-farm areas. 
The comparatively widespread physical 
dispersion of the new non-farm housing 
started in those years was probably a 
factor in producing a relatively greater 
amount of retail commercial construction 
in 1934 and 1935 than new housing 
started in 1933 and 1934, respectively. 
From the relationship between aggre- 
gate housing starts and aggregate retail 
commercial construction, it can be con- 
cluded that a change in the amount of 
‘otal consumer expenditures in stores, 
restaurants and garages which is a con- 
comitant of population growth and ac- 
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Figure II—ReEtTAmL COMMERCIAL CONSTRUCTION AND RETAIL CONSUMER ExPENDITURES: 


ANNUAL VOLUMES IN CONSTANT Prices 1921-1948. 


* PRELIMINARY ESTIMATE. 





RETAIL CONSUMER EXPENDITURES IN CONSTANT DOLLARS 
(BILLIONS OF DOLLARS) 


companying expansion over wide geo- 
graphic areas, results in retail commer- 
cial construction within the short time 
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period of about a year.’ On the other 


7 This implies a net growth of population and extensive 
housing construction. The natural growth of the popula- 
(Foo'note 7 continuel on pag? 124) 


TABLE III—NumsBer oF NEw PERMANENT Non-FarmM DweELiinc Units STARTED; NEw PRIVATE 
CONSTRUCTION OF STORES, RESTAURANTS, AND GARAGES IN 1939 PricEs; AND CONSUMER EXPENDITURES 
IN RETAIL COMMERCIAL STRUCTURES IN 1935-39 AVERAGE Prices; 1920-1948. 








Number of Dwelling Units 
Started (thousands of 
units)! 


Private New Construction 
of Stores, Restaurants, and 
Garages in 1939 prices 
(Millions of dollars)? 


Estimated Consumer Ex- 
penditures in Retail Com- 
mercial Structures in 1935- 

39 average prices 
(Millions of dollars) 





1941-45 Average 
1942-46 Average 





247 
449 
716 
871 
893 


937 








31,301 


31,567 
32,935 
33,430 
35, 263 
36, 308 


32,509 
29,892 
25,343 
255957 
30,317 


32,947 
37,226 
38,818 
37,393 
40,150 


43,207 
48,486 
47,617 
49,828 
53,537 


59,083 
70,620 
70,317 





1 Excludes temporary re-use dwellings. 
2 Source: Department of Commerce. 4 
3 Source: Department of Commerce, 1929-1943; data unadjusted for price changes published in Table 30 of National 
Income Supplement to Survey of Current Business; 1944-47: Survey of Current Rusiness, July 1948; 1921-28, data from pre- 
liminary, unpublished series of Department of Commerce Tabulation on Disposition of National Income (printed February 5, 
1946) linked to data for later years on basis of 1929 =100 and extended back to form a continuous series. This series deflated’ 
by Bureau of Labor Statistics Consumers Price Index to derive expenditures for all years in constant (1935-39 average) prices. 
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hand, changes in aggregate consumer 
expenditures in stores, restaurants, and 
garages which result from increased 
‘density of population per dwelling unit 
and increased per capita expenditures do 
not lead to an extension of facilities within 
-as short a period. 


Financing 


The great growth of funds in the hands 
of insurance companies has intensified 
their needs for investment outlets, and 
insurance and real estate agencies in 
many localities have been appointed as 
loan correspondents for the larger in- 
‘surance firms. Contacts between local 
fields of investment and one of the chief 
long-term credit sources are thus main- 
tained, and sound commercial develop- 
ments today have access to insurance 
‘company financial backing. In addition 
to the insurance companies who will 
probably furnish a great deal of financing 
for the larger, new type of retail com- 
mercial structures, the commercial banks 
in metropolitan centers still furnish a 
good deal of mortgage capital for large 
stores and for developments of so-called 
“taxpayers” in established neighbor- 
hoods. The large reserve and the liquid- 
ity of the city banks which have charac- 
terized the postwar period indicates that 
these banks, too, will be able to supply 
funds for the construction of new retail 
ventures, or for the enlargement and 
modernization of older stores. 

Finally, there is a new channel for the 

(Footnote 7 continued from page 123) 
tion and living space expansion usually occurs during periods 
of stable or increasing individual and ag-regate income, so 
that the new individuals are provided for, while the con- 
sumption standards of the old members of the population 
are maintained, resulting in a net increase in aggregate con- 
sumption expenditures. At the same time the extension of 
housing and shopping facilities generates increased invest- 
ment and income resulting in further increments to existing 
purchasing power. In distirction to a net growth in popula- 
tion, a shift in population makes for relocation construction 
which may not be great in total volume, although this 
volume may fluctuate as much as 50 to 100 percent between 


two years. A shift in population does not directly lead to a 
net increase in retail consumer expenditures. 
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financing of stores which is probably 
better developed today than ever before. 
The chain store and department store 
corporations today are larger, financially 
sounder and more numerous than in the 
past, and—when market conditions are 
favorable—they can readily float securi- 
ties as well as utilize their accumulated 
surplus funds in order to finance the 
construction of new stores if they wish to 
expand. Considering all the well sup- 
plied sources which exist today, there 
should be no financing obstacle to meet- 
ing the needs of retail commercial con- 
struction during the next few years. 


Current Position of Retail Commercial 
Construction 


In analyzing retail commercial con- 
struction volume since the war, the 


effects of wartime and postwar construc- 
tion restrictions have to be considered. 
During the war years there were restric- 


tions on both residential and con- 
mercial contruction, but the effects on 
the latter type were much more severe. 
With each succeeding year after 1941 
there was a significant rise in the level of 
consumer expenditures. These war con- 
ditions built up a great backlog of de- 
mand for commercial construction on 
which starts were made in very heavy 
volume in late 1945 and early 1946. 
Therefore, the immediately preceding 
year of residential construction was not 
the important factor in the attainment of 
a volume of construction of stores, res- 
taurants and garages in 1946 equal to 
about $500 million, measured in 1939 
construction prices; more important were 
the influences of wartime restrictions and 
greatly increased consumer expenditures. 

Restrictions on commercial construc- 
tion were reinstituted on March 26, 
1946. However, there had been so much 
advance publicity given to the issuance 
of restrictions upon non-housing con- 
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struction that enough starts were made 
on retail commercial structures before 
the deadline to insure a record dollar 
volume (though not a record physical 
volume) of construction of stores, res- 
taurants and garages in 1946. The 
effect of the restrictions on work put in 
place was felt more in 1947 than in 1946 
as the restrictions were in force during 
the latter part of 1946 and during the 
1946 spring season of construction starts. 
As a result, the 1947 physical volume of 
construction of stores, restaurants and 
garages was lower than 1946 by about 
40 percent, in spite of a great rise in the 
number of housing units started in 1946 
over the number started in 1945. New 
construction activity in stores, restaurants 
and garages in 1948 amounted to $904 
million, an increase of 46 percent over 
1947 in dollar volume. The equivaent 
in 1939 prices would be about $372 mil- 
lion, an increase of only 30 percent over 
the comparable figure for 1947. 
Preliminary data for 1949 indicate a 
drop of about 22 percent from 1948 in 
retail commercial construction, dollar- 
wise and on a physical volume basis. 
This decline which is analagous to the 
1937-38 movement is attributable to the 
general business recession and drop in 
personal consumption expenditures dur- 
ing the first half of 1949. The declining 
prices of consumer commodities made 
prospective retailers hesitant about enter- 
ing business, since an immediate in- 
ventory loss would be in the offing. 
In addition, the reversal of the postwar 
trend of rising expenditures probably 
caused some plans for expansion of 
existing firms to be held up. Given a 
continuation of the improved general and 
retail business situation prevalent during 
the latter part of 1949, however, and in 
* Data for warehouse vacancy are also available for 1928, 
but for the latter half of the year only, and seasonal factors 


make them incomparable with mid-year data on ware- 
house vacancy used for other years. Vacancy ratios for 


view of the relatively extensive land de- 
velopment for one million new dwelling 
units started in 1949, the annual volume 
of retail commercial construction should 
again be on the rise in 1950. 


Warehouse, Office and Loft Buildings 


There has been a secular decline in 
relative importance of warehouse, office 
and loft buildings in the total of com- 
mercial construction. In part, this is due 
to the practical disappearance of loft 
buildings in new construction. Ware- 
house and office buildings constitute al- 
most 100 percent of the warehouse, office 
and loft building construction in current 
years. Warehouses and office buildings 
both provide space used for rendering 
services to business through the storage 
of goods, and through the conduct of 
legal, accounting, banking and other 
business services. Therefore, the de- 
mands for both types of space can be 
expected to fluctuate together in response 
to general business activity. This ex- 
pectation is well supported by the general 
parallelism of demand for the available 
space of each type as suggested by the 
year-to-year movement of vacancy ratios 
from 1929 through 1948, a period for 
which vacancy data for both types of 
buildings are available.* Since current 
construction costs for new warehouse or 
office space can be taken as being gener- 
ally similar, the basic factors affecting 
the demand and supply (of new ware- 
house and office buildings) can be treated 
in terms of parallel and similar behavior; 
and the behavior of the total of ware- 
house and office building construction 
can be analyzed on the basis of factors 
influencing office building construction. 

Contract awards for office building 
construction were more than three times 


warehouse buildings are based on the total number of square 
feet of occupiable space intended for public warehousing of 
general merchandise, excluding office space and space leased 
for long terms. 
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as great as contract awards for ware- 
house construction in 1938 and in each 
year thereafter in the 37 eastern states 
covered by F. W. Dodge Corporation 
construction contract statistics. For his- 
torical and institutional reasons men- 
tioned later in this paper, it is believed 
that warehouse construction will con- 
tinue to be a minor part of the total of 
new warehouse and office building con- 
struction; and, in view of the like supply 
and demand factors in operation, the 
movement of annual warehouse con- 
struction volume will not loom large in 
the movement of the total of new ware- 
house and office building construction. 
Therefore, for purposes of simplification, 
the analysis will be carried forward 
largely in terms of office building con- 
struction. 


Factors Affecting Office Building Construction 


The decision to build an office build- 
ing involves calculations as to anticipated 
total income and total costs. The total 
income is dependent on the rental rate 
per square foot of space and the vacancy 
rate. The vacancy rate is significant not 
only as a factor to be used in deriving 
total current income, but even more 
important as an indication of how tight 
the market is, or how certain a building 
owner can feel of renting his building 
quickly and of securing near the top 
prevailing rent, defined as the highest 
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rent currently being received for com- 
parable space facilities. If the vacancy 
ratio is low and particularly if it is also 
declining, there is a good likelihood of 
obtaining the highest rent. If the 
vacancy ratio is high or rising, there is 
little likelihood that the highest rent can 
be obtained. (The highest rent will 
usually be far above the average rent 
due to lags in raising rents caused by 
long leases when vacancy is decreasing, 
and in lowering rents of tenants in con- 
tinuous occupancy when vacancy is in- 
creasing.) Thus, the vacancy rate sug- 
gests the prospects for rent raises or re- 
ductions, indicates the security of the 
prevailing top rent level, and serves as a 
factor in the determination of current in- 
come or the prediction of future income. 

The prospective builder does not have 
to figure his competition in terms of the 
average rental but in terms of the highest 
rental. It is the marginal seller of build- 
ing space against whom the new building 
operator will compete and the latter can 
estimate his income on the basis of a 
rent level equal to about the highest pre- 
vailing rental for comparable space 
facilities. Under favorable conditions 
the new building owner can achieve the 
highest rent more quickly than old build- 
ing owners since he is not bound by 
previously existing leases. 

Total costs, consisting of variable costs 
and fixed costs, are set against total in- 
come in calculating anticipated net in- 
come. Since: the variable costs, such as 
heating, lighting, cleaning and decorat- 
ing will, with slight exceptions, move up 
or down in similar fashion for all build- 
ing operators, the variable costs will not 
determine the year in which construction 
is undertaken. The fixed charges, how- 
ever, will vary greatly depending on the 
particular year in which a building has 
been constructed. The interest rate and 
the tax rate are institutional and change 
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slowly, but the construction costs which 
form the major part of the base of finance 
and tax charges and, more important, 
determine the future amortization and 
depreciation charges, may vary greatly 
from one year to another. Depreciation 
charges may or may not affect the rental 
rate decisions of operators of existing 
buildings but they do enter into the 
calculated income expectations of pros- 
pective investors in new buildings. Thus, 
it is construction cost, the determinant of 
future amortization and depreciation 
charges and of other fixed charges, which 
may act as a deterrent or stimulant to 
construction in a given year, just as the 
vacancy ratio which leads to judgments 
as to anticipated income may act as an 
income factor deterrent or stimulant to 
construction in a given year. 

Of great importance in overcoming the 
inertia of office building activity which 
may exist in the first few years of an era 
which appears propitious for construction 
is the availability of funds. Although 
the vacancy and cost figures may in- 
dicate great potential profit in the 
current erection of an office building, a 
flow of funds is necessary to finance the 
structure for an extended term. Givena 
certain vacancy-and-cost relationship, the 
degree of liquidity preference for money 
which prevails at the time and the effec- 
tiveness of existing credit channels play 
a large part in facilitating or restricting 
a considerable volume of office building 
construction. 

Judging by past experience for which 
data are available, during periods en- 
compassing several years of fairly stable 
construction costs, a low (but not rapidly 
rising) vacancy ratio of 10-15 percent or 
less will apparently allow the top rental 
levels to rise as lease expirations and re- 

* During the 1924-29 period, the prevalence of a vacancy 
ratio ranging between 9 and 12 percent was conducive to a 


rising rental income per occupied square foot of office space 
and to an increasing volume of new construction. 


newals take place.* After a few years of 
upward rental adjustment against a 
perspective of construction cost stability, 
the outlook for new office building 
prospects is comparatively favorable as 
confident high-yield anticipation will 
have been built up. Confidence in the 
likelihood of obtaining rentals equal to or 
above the former “highest rental” is 
built up as top rents rise and the previous 
highest rent rates become more prev- 
alent, with the result that increases ap- 
pear in the average rent rate or aver- 
age rental income per square foot of 
occupied space. A comparison of the 
changes in vacancy rates, which provide 
the impetus for rent rate changes and 
changes in average rental income per 
square foot of occupied space, indicates 
that it may take from two to five years 
before the trend of average rental rate 
changes direction and moves inversely 
to the vacancy ratio. This suggests that 
it may take a few years of low vacancy to 
build up any degree of confidence in a 
new top prevailing rent. Sharply rising 
construction costs would probably pre- 
clude a great increase in construction 
even though a vacancy ratio conducive 
to the erection of new buildings does 
exist. When there is a period encompass- 
ing several years of a high (or low, but 
rapidly rising) vacancy ratio, new office 
building construction probably will not 
be encouraged even if construction costs 
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are falling relatively fast since it would be 
impossible to establish a feeling of security 
for the high rate of return which might 
result from current factors of cost and 
income. 


Considerations which affect office 
buildings erected by individual firms pri- 
marily for their own occupancy are 
somewhat different. The building di- 
mensions can be so planned by the owner- 
occupant that there is a good assurance 
of practically no vacancy in the foresee- 
able future. In such instances a high 
current level of construction costs is not 
apt to be a deterrent to construction. 
The pressure for additional space may 
affect an individual firm in several ways 
which would make it profitable to build 
during a period of high construction costs. 
There may be a certain amount of in- 
efficiency in operations due to a scatter- 
ing of the office force in different build- 
ings, and the efficiency resulting from 


centralization of offices may more than 
compensate for the increase in imputed 


rent. The investment of funds in an 
owner-occupied building may also allow 
for the employment of funds which 
otherwise are idle. This is particularly 
true in the case of large insurance com- 
panies which have been experiencing a 
long-term secular growth and can make 
a comparatively favorable investment of 
funds in their own office buildings. It is 
also quite possible that the realty costs 
are but a small factor in the total business 
operations of a firm large enough to oc- 
cupy its own office building, and the cost 
of the structure as a factor in the cost of 
a product or service sold is not very im- 
portant. Therefore, in times of very 
low vacancy ratios and general business 
expansion, a substantial proportion of the 
office building construction which takes 
place during the first few years of a rise in 
the volume of office building may be in 
the form of owner-occupied buildings. 


With an office vacancy ratio which had 
reached a low of about 10 percent in 
1924, declined to about 9 percent in 
1925, and rose by but one percent in 
each of the three subsequent years (in- 
dicating the possibilities of rising rent 
levels during a period of fairly stable 
construction costs), the annual volume of 
construction of warehouse, office and loft 
buildings began to increase after 1924, 
The continued “normal” and compara- 
tively stable range of the vacancy rate 
made increases in rents possible while the 
costs for a new building remained almost 
at a standstill. Under the circumstances 
the inducement for construction grew 
stronger with each year from 1924 to 
1929. Only the financing lubricant was 
needed to accelerate the rate of construc- 
tion. To answer this need, the real estate 
bond house and the single-property real 
estate bond became popular institutions 
of the 1920 decade. The single-property 
real estate bond or mortgage participa- 
tion certificate is usually the obligation 
of a corporation formed to own, operate 
and frequently to construct the building 
which serves as security for the loan. 
These debentures are issued to individual 
buyers through real estate and other 
securities houses. The estimated annual 
volume of issue of such bonds had grown 
from about $50 million in 1921 to about 
$1,000 million in 1927 for all types of 
urban first mortgage real estate securities. 
About 27 percent of the issues for the 
first 11 months of 1927 were accounted 
for by office buildings.!° 

The profits to be made from the pro- 
motion and financing of new buildings, 
the ease of gathering capital through 
mortgage security issues to the public, 
and the favorable vacancy and construc- 
tion cost factors combined to stimulate 
greater volumes of office building con- 


10 Estimated by W. C. Clarke of S. W. Straus & Company, 
published in The Internal Debts of the United States, edited by 
Evans Clark, Twentieth Century Fund, 1933, p. 74, 76. 
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struction in each successive year after 
1924, with a peak being reached in 1929, 
and a 1930 volume which was only 
slightly lower. Although the vacancy 
ratio did rise from 9 percent in 1925 to 12 
percent in 1928 and 1929, it did not alter 
the composite of economic influences 
making for office building construction 
sufficiently to deter the start of such 
mammoth structures as the Bank of 
Manhattan Building (over 60 stories) and 
the Empire State Building (over 100 
stories) in 1929. Office building con- 
struction costs did not rise more than 4 
percent above their 1924 level in any of 
the following ten years. Lack of greater 
increases in vacancy and a continued 
high level of general business activity 
maintained a favorable outlook for new 
office ventures. 

Although the vacancy ratio rose 
quickly to 14 percent in 1930 and 18 
percent in 1931, the carryover of con- 
struction work on uncompleted large 


Ratio 
Percent Construction Cost Index (1913100) 
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buildings insured a volume of activity 
in 1930 almost equal to that of the peak 
year of 1929. Thereafter, as much of the 
new building space remained vacant and 
occupancy in old buildings declined, the 
vacancy ratio increased. With the ensu- 
ing decline in activity, construction costs. 
fell in each of the three succeeding years. 
and remained below the 1930 level until 
the United States entry into World 
War II, but the vacancy ratio of between 
15 and 27 percent which prevailed was. 
a sufficient deterrent to a substantial 
volume of construction in any year. 


Warehouse Buildings 


Although the economic factors affect- 
ing warehouse construction are practi-. 
cally identical with those affecting office 
building construction, a historical per- 
spective of operations in warehousing 
over the last three decades may help in 
understanding the current situation. 
Data available for a small number of 
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firms in different parts of the country 
(ranging from 22 in a year to 37 ina 
year and operating an aggregate area 
ranging from 11 million to 15 million 
square feet, respectively) indicate that 
net operating revenue per square foot 
rose slowly each year—or a total of 12 
percent—from 1922 to 1927 in the public 
general merchandise warehousing in- 
dustry.'' However, due to the com- 
paratively heavy fixed cost nature of the 
industry arising from the prominence of 
building investment depreciation and 
interest as expense items, the weighted 
average profit per square foot rose by 40 
percent over the period covered for the 
small sample of operating firms for which 
data are available.'? 

These data indicate that warehousing 
rates generally were at a profitable level, 
particularly from 1924 to 1927. At the 
same time the stable construction costs 
and ready flow of investment funds 
which characterized the period were 
available to invite the construction of 
warehouses as well as office buildings. 
Probably the volume of warehouse build- 
ing which took place between 1924 and 
1928 was sufficient to create an excess of 
warehousing capacity for the country as 
a whole. In July 1928, following the 
late 1927 business recession, vacancy was 
over 33 percent, according to the findings 
of the first in the series of warehouse 
occupancy surveys of the Bureau of the 
Census. In the peak business year of 
1929 vacancy declined to 29 percent of 
net usable space in June, but remained 
between 30 and 40 percent in each sub- 
sequent year through 1938, declining 
by 1 percent in each of the following two 
years. In 1941 the vacancy rate 
dropped below 20 percent and the next 
year below 15 percent." 

11 ©. B. Carruth, “These New Terminal Projects,” Ameri- 
can Warehousemen’s Assn., 22 W. Adams St., Chicago, IIl., 


1929. Chart II, p. 15. 
18 [oed. 
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Influence of Urban Concentration 


An historical factor which helped make 
for a great amount of office building con- 
struction in the 1920’s was the rapid 
growth of the central portions of metro- 
politan areas in that decade. The com- 
paratively large proportion of the rapid 
metropolitan district population increase 
which took place in the central cities and 
urban satellite areas created a great de- 
mand for office space within the central 
areas of cities in order to meet the needs 
of the more densely settled population. 
In the 1930 decade there was, compara- 
tively speaking, much less of an increase 
in population in the central and urban 
satellite cities. The midtown areas of 
the largest cities actually suffered losses. 
In New York City the population living 
within a radius of two miles of the center 
of the city decreased by 10.7 percent 
during the 1930 decade; in Chicago, the 
decade decrease of population within 
an equal radius was 19.9 percent and for 
the population living within a distance 
of two to four miles there was a decrease 
of 9.9 percent. In Philadelphia, Cleve- 
land, Cincinnati, Boston, St. Louis and 
Pittsburgh metropolitan districts similar 
decreases in central city population oc- 
curred.'* Over the same ten-year period 
the number of people living more than 
two miles away from the city center of 
the metropolitan district increased by 
21.1 percent in New York, and by 4.7 
percent in Chicago with similar increases 
in other large eastern cities. Other cities 
showed small increases in the population 
residing in the center of the city but much 
larger increases, percentagewise, in the 
number residing on the outskirts. For 
instance, Los Angeles between 1930 and 


18 U. S. Department of Commerce, Bureau of the Census, 
monthly releases on occupied space in public merchandise 
warehouses, based on surveys. 

4 U. S. Department of Commerce, Bureau of the Census, 
The Growth of Metropolitan Districts in the United States 1900- 
1940, 1947, Table V, page 9. 
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1940 experienced 3.9 and 7.4 percent 
increases in the number living within one 
mile and at a distance of 1-2 miles, re- 
spectively, of the center of the city. How- 
ever, the increase in the number of people 
living at distances of 10-12 and over 12 
miles away from the center was 109.8 


percent and 52.6 percent, respectively.'* 
The trend toward greater rural and 

suburban area settlement in the metro- 

politan districts has continued in the 

present decade, judging from the distri- 

bution of new nonfarm housing units 
18 Tbed. 


TABLE IV—Vacancy Ratios in OrFiceE BuILpINGs AND WAREHOUuSsES, INDEX OF COMMERCIAL BuILD- 
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' Source: The National Association of Building Owners and Managers, based on surveys conducted each year during the 
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? Source: Bureau of the Census, U. S. Department of Commerce, monthly releases on public merchandising warehouse 
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‘George A. Fuller Company Index, a com: 
‘Source: Department of Commerce. 
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started in urban and rural areas. From 
1920 to 1929 about 20 percent of all 
nonfarm dwelling units started in each 
year were in rural areas. During the 
1930’s, rural areas accounted for between 
30 and 60 percent of the new nonfarm 
housing units started, and in the current 
decade the percentage has ranged from 
a low of about 33 percent in 1944 to a 
high of about 45 percent in 1947 and 
1948.16 

Whereas the concentrated demand for 
all types of office space in the 1920’s led 
to vertical building to a greater extent 
than ever before (of buildings whose 
primary function was to provide office 
space), the demand for certain types of 
office space in many suburban communi- 
ties can be met today in buildings whose 
primary function is that of a retail store, 
a theater, or a post office. The recent 
growth in popularity of the 2-story single- 
structure shopping center, with stores at 
the street level and offices for local 
lawyers, dentists, insurance agents, and 
real estate firms in the second story ex- 
emplifies a shift of many office functions 
to buildings whose primary function and 
whose classification is other than that 
of an office building. The growth of 
professional and semi-professional con- 
sumer services in the present postwar 
decade probably will not result in an 


16 Source: U. S. Department of Labor, Bureau of Labor 
Statistics, current releases, 

17 Surveys conducted by National Association of Building 
Owners and Managers, results published in Skyscraper 
Management, November issues, every year. These surveys 
are sample surveys whose proportion of coverage in relation 
to the total amount of office building space availabie cannot 
be established, since the latter data are not available. Some 
fragmentary evidence exists, however, which indicates that 
the general magnitude of the figures derived from the sur- 
veys of the National Association of Building Owners and 
Managers is not inaccurate. A Real Property Inventory of 
New York City in 1934, conducted under the direction of 
New York City Housing Authority and the United States 
Department of Commerce, revealed about 140 million 
square feet of office space and a vacancy ratio of 21 per- 
cent in that city. The national average vacancy ratio 
found by the National Association of Building Owners and 
Managers’ survey in 1934 was 26.9 percent. In recent 
years the NABOM surveys have covered about 60 million 
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expansion in the office buildings for 
these services to as great an extent as in 
the 1920’s. 


The Current Situation in Office, Warehouse 
and Loft Buildings 


The postwar years have witnessed a 
vacancy ratio of 2 percent or less in office 
buildings and less than 15 percent in 
warehouses, yet the volume of new office, 
warehouse and loft building construction 
has remained low relative to total new 
construction and to general business 
activity, when contrasted with the ’twen- 
ties. Although there has been a very 
favorable vacancy rate for the last five 
years and income for existing buildings 
has been on the rise, the sharp increases 
in construction costs which have taken 
place have not been conducive to the 
building of new office, warehouse and 
loft structures. From an estimated aver- 
age of 7 percent in 1944, the office build- 
ing vacancy ratio declined to 2 percent 
in 1945 and .57 of 1 percent in October 
1946, rising to .96 of 1 percent a year 
later and to 1.1 percent in October 
1948.17 The warehouse vacancy ratio 
was under 13 percent in 1944 and 1945, 
rose to almost 15 percent in mid-1946 
but dropped below 11 percent by June 
1947 and rose to 12.5 percent in June 
1948. Over the same time periods, the 
commercial building construction cost 
square feet of office space in New York City, equal to 40 
percent of the total amount found in existence in 1934. 
Since the post-1934 addition to the supply has been a few 
percent at most, the sample for New York City is a large one, 
covering probably better than a third of all office space. 
A Real Property Inventory of Cleveland, Ohio, for 1938, 
issued by Howard W. Green, gave only the number of office 
buildings and the total number and occupied number of 
rental units in those buildings, revealing that 19 percent of 
all units were vacant. The national average vacancy ratio 
turned up by the NABOM (on a square foot basis) in that 
year was 18 percent. A city-wide inventory of commercial 
property in Denver, Colorado, in 1946, conducted by the 


Bureau of Business and Social Research of the University of 
Denver, found zero vacancy in a total of 116 office buildings 


“containing 5,913 million square feet of space. The October 


1946 NABOM Survey in Denver-covered 36 buildings con- 
taining 1,837 million square feet of space arid also reported 
zero vacancy for that city. ©” 
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index of the George A. Fuller Construc- 
tion Company which had stood at an 
average of about 240 (1913=100) for 
1944 and 1945, jumped to an average 
of 290 for 1946 and an average of about 
340 in 1947, increases of 21 percent and 
17 percent, respectively. In 1948 the 
cost index averaged about 380, an in- 
crease of only 11 percent, and from the 
fourth quarter of 1947 to the fourth 
quarter of 1948 the index rose only 7 
percent. It is believed that rapidly ris- 
ing construction costs and a lack of 
sufficient time to establish confidence in 
newly obtained high rental rates are 
primarily responsible for the low level of 
office, warehouse and loft building con- 
struction. 


The high postwar level of general 
business activity has undoubtedly given 
rise to a need for more office and ware- 
house space than can be furnished in 
existing buildings in many cities.'* Part 
of the pressure for additional space is 


very likely being relieved by the con- 
version of old multi-family or large 
‘single-family residential buildings which 
are in blighted neighborhoods on the 
fringe of the central business districts of 
cities. Office building activity is also 
more moderated than in the ’twenties as 
a result of the modern trend of popula- 
tion movement toward the satellite cities 
and rural areas of metropolitan districts 
which has oriented certain types of 
services to the suburbs where they occupy 
space in buildings which are not pri- 
marily office buildings. This has reduced 
the pressures which were so great in 
the 1920’s for vertical building in the 
center of the city. Furthermore, the 
regulation of securities issues has thus far 


18 Adequate data are not available to compare total office 
or warehouse space in use with gross national product. The 
Occupancy surveys from which vacancy ratios have been ob- 
tained are based on large samples, but the sample coverage 
of the surveys has grown much faster than any reasonable 
increase of space proportionate to an increase in GNP. The 


prevented and will tend to discourage 
the financing fiascos of the skyscraper 
building era. . 

There will undoubtedly be a number 
of large office buildings and warehouses 
put up, particularly in the expanding 
central cities of those regions which have 
recently had large influxes of population. 
It is quite likely that many of the office 
buildings will be put up by individual 
firms who will occupy a large portion of 
the space in default of buildings financed 
from other sources. Even in these fast 
growing areas, however, the development 
of large and fairly well integrated sub; 
urban communities will tend to spread 
the. office space requirements among 
numerous, spatially dispersed areas, call- 
ing for small buildings. These smaller 
buildings can more readily find financial 
backing at the hands of local banks, in- 
surance companies, and individuals. 

The changing nature of the type and 
location of office building required to- 
day, the comparatively conservative fi- 
nancial climate of opinion, some un- 
certainty as to the reliability of the 
vacancy ratio due to large and declining 
government occupancy, and the con- 
tinued rise in construction costs has 
served to deter a large volume of new 
office, warehouse and loft building con- 
struction in any postwar year. In addi- 
tion, the oft-voiced and published remi- 
niscences of the large vacancy rates and 
operating losses of the ’thirties loom 
large in the office building and ware- 
housing industries, and serve as a basis 
for resisting quick expansion. nun 

These influences were still of sufficient 
strength in 1948 so that a great boom in 
construction activity in new warehouse, 
office and loft buildings did not material- 





total coverage of the office space in annual surveys increased 
by about 50 percent between 1929 and 1937, whereas Gross 
National Product measured in constant prices would show 
about the same level in 1937 as in 1929, and a real GNP be- 
low that level in the interim. 
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ize. As gross national product remained 
high and construction costs began to 
level off, however, there was continued 
pressure for more office and warehouse 
space, and the resulting high rentals 
which could be expected induced an 
increase in 1948 construction of new 
warehouse, office and loft buildings, 
measured in 1939 prices of 38 percent 
over the previous year. The 1949 busi- 
ness recession reversed the uptrend and, 
according to preliminary data, physical 
volume was 9 percent less than in 1948. 
It is doubtful whether sufficient confi- 
dence will quickly be built up in the 
achievement and maintenance of the 
high rent levels commensurate with 
1949-50 construction costs. With stabil- 
ized construction costs, however, and 
given a level of general business activity 
which makes for an extension of low 
vacancy rates throughout 1950, the two 
years following 1949 should again see 
increases in the physical volume of new 
construction of office, warehouse and 
loft buildings. 


Technical Notes 


Definition of New Commercial Construction. 
New commercial construction includes major 
additions or alterations and the new building 
of structures whose primary function is that 
of a retail store, garage, and/or service sta- 
tion, restaurant, office and/or bank building, 
loft building, and warehouse. It includes 
the types of structures listed below, grouped 
in sub-categories in accordance with further 
sub-classification of primary functions. Some 
of the building types, such as mess halls, are 
negligible in the totals of private commercial 
construction. The sub-categories of com- 
mercial construction and their building types 
are as follows: 


Garages, Service Stations, etc.: 
Public Garages (Gasoline, Battery, Greasing, 
etc.) 

Bank Buildings: 
Bank, Building and Loan Association Build- 
ings and other Financial Buildings. 

Office and Loft Buildir gs: 
Office and Loft Buildings, Film Exchanges, 
Insurance Buildir gs and all other similar lofts. 
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Store Buildings: 
Retail Bakeries, Barber Shops, Beauty Parlors, 
Cigar Stores, Department Stores, Dress Shops, 
Drug Stores, Food Stores, Show Rooms, 
Taxpayers and all other retail stores or shops. 

Restaurant Buildings: 
Automats, Bars, Beer Gardens, Cabarets, 
Cafes, Diners, Grill Rooms, Ice Cream Par- 
lors, Mess Halls, Roadhouses, Roof Gardens, 
Tea Rooms, Taverns and all other restaurant 
or similar buildings. 

Commercial Warehouses: 
All Commercial Warehouses and Storage 
Buildings (Excluding Cold Storage, Grain 
Elevator, and Storage Silos). 


Derivation of Commercial Construction Volume 
Estimates. Commercial construction dollar 
volume is based on contract and permit data. 
The Department of Commerce receives con- 
tract award data gathered by the F. W. 
Dodge Corporation for all projects above a 
nominal minimum cost in all states but the 
eleven western states in the Rocky’ Mountain 
and Pacific Coast areas. For a given type of 
construction, a ratio between permit value 
for 48 states and permit value for the 37 
eastern states, which is made available by 
the Bureau of Labor Statistics, is then com- 
puted and applied to the contract value for 
37 states, to derive a contract value for 48 
states. This contract value is adjusted for 
under-coverage and in order to eliminate the 
value of commercial-type buildings erected 
by public utilities. The latter value is based 
on data derived from other sources. The 
adjusted total contract value for particular 
types of buildings is then spread out over a 
number of months in conformity with timing 
patterns of construction which have been 
established, based on available field observa- 
tion data, for the respective types. The 
aggregate schedule of commercial construc- 
tion project expenditures yields the total 
dollar volume of commercial construction 
for a given month. 

Estimated Comsumer Expenditures in Stores, 
Restaurants and Garages. The Deparment of 
Commerce’s detailed tabulation of estimated 
Personal Consumption Expenditures by Types of 
Product was the source of the data used in 
arriving at these estimates. Data for the 
years 1929-43 were published in the National 
Income Supplement to the Survey of Current Busi- 
ness, July 1947, and data for 1944-1947 in 
the July 1948 issue of the Survey. Personal 
consumption expenditures for the following 
classifications of products and services in the 
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above tabulations were included in the 


estimated expenditures in Stores, Restaur- 
ants and Garages: 


All Durable Commadities 
All Non-Duratle Commodities; 

Less: Meals purckased in kcte!s, dining and 
buffet cars, schcol fraternities, instituticns, 
cluks and industrial fraternities and tips 
paid for service of the meals; Food iurrished 
government ard commercial employees, 
and withdrawn bv nonfarm proprietors; 
Food produced and consumed on farms; 
Standard clothing issued to military person- 
nel; Fuel (except gas) and ice 


Selected Services: 
Shoe cleaning and repair 
Fur storage and repair 
Cleaning, dyeing and pressing 
Costume and dress suit renial 
Net purchases from second hard cicthing 
dealers 
Watch, clock arid jewelry repair 
Barber shop services 
Beauty paricr services 
Net purchases from second hand furniture 
dealers 
Upholstery and furniture repair 
Net purchases from pawnbrokers and r iscel- 
Janeous second hand dealers 
Auto repair, grcasiv:g. storage, etc. 
Book rental and repair 
Radio repair 
Photo developing and printing 
Photographic studies 


135 


For 1948, the scries derived in the abcve 
manner was moved on the basis of the change 
from 1947 to 1948 in the total consumer ex- 
penditures’ series of the Department of Com- 
merce. The annual series of consumer ex- 
penditures in Stores, Restaurants and Garages 
for 1929-47 was then recalculated as an 
index with 1929 as the base year. An index 
also was computed for the years 1921-1929 
of the consumer expenditures’ series to be 
found in the preliminary unpublished Com- 
merce Department Tabulation of Disposition 
of National Income 1909-1944 (printed 
February 5, 1946) using 1929 as 100. The 
two index series were then linked for 1929 to 
form a continuous index series for 1921-1947, 
and the series on estimated consumer ex- 
penditures in Stores, Restaurants and Garages 
was extended back to 1921 cn the basis of 
this index. Although the unpublished Com- 
merce Department series on total consumer 
expenditures, 1909-1944, is not comparable 
with the new series starting with 1929 due 
to a lack of data for certain types of expendi- 
tures, it is felt that the year-to-year changes 
do indicate the movement of total consumer 
expenditures, which are heavily weighted by 
consumer expenditures of the type shown in 
the above list. Therefore, it is felt that for 
the purposes of year-to-year comparison, the 
method used to arrive at consumer expendi- 
tures in Stores, Restaurants and Garages for 
the years 1921-1928 is justifiable. 





The Distribution of Labour Between Industries 
and Between Locationst 


By COLIN CLARK* 


[* is necessary to point out that (like 
other obvious truths which we are 
‘constantly forgetting) the primary pur- 
pose of industry is to satisfy human wants. 
From the way some people talk, you 
would think they believed that the pri- 
mary purpose of people was to provide 
markets for the product of industry. We 
need not uphold an extreme doctrine of 
‘consumers’ sovereignty,” justifying any 
degree of exploitation or insecurity of 
producers in order to confer small bene- 
fits upon consumers. But satisfaction of 
the wants of the consumer is the primary 
object of industry, in the sense that any 
industrial planning which ignores or 
denies these wants is certain to fail. 
It does not come amiss therefore for 
economists to study systematically the 
manner in which the consumer spends 
his money under various circumstances. 
The most important variable whose effects 
we study is the level of real income. See 
Table I. Ata given level of real income 
per head there are also, of course, in- 
teresting variations in consumption ac- 
cording to the number of children and 
the composition of the family, but these 
are outside our present study. The 
steady downward trend in food consump- 
tion as a proportion of expenditure, as 
real income rises, has been a common- 
place for many years, though perhaps not 
many people realize the extent of the 
change in proportion as income rises 
from £1 to £3.10.0 per week per person 
‘in the family. The proportion of income 
spent on housing and clothing, however, 
¢ The material on which this article is based was presented 
to the Australian and New Zealand Association for the 


Advancement of Science at the Adelaide meeting in August 
1946. 


shows a slight tendency to rise. The rise 
in expenditure on manufactures is ac- 
counted for to a large extent by the single 
item of motor cars, and by no means 
counter-balances the falling expenditure 
on food. The most marked upward 
trend is on expenditure on services. 

We must interpret this table, so far as 
we Can, to give us some idea of the types 
of work which the consumer requires of 
the producer and is likely to require in 
the future as real incomes (we hope) rise. 
Before doing this we must first recollect 
that between one-third and one-half of 
the whole expenditure shown on food 
and manufactures, represents, not the ~ 
labour of primary and secondary pro- 
ducers, but the costs of transport and 
distribution. These represent about one- 
half the final price in the case of perish- 
able foods and the same in unusual or 
fashion-dependent types of manufacture, 
and will be nearly one-third of the retail 
price even in the case of non-perishable 
staple articles. 

It will be noticed that all expenditure 
was reduced as far as possible to factor 
cost, excluding the effect upon prices of 
indirect taxation on protected produc- 
tion, and quasi taxation through market- 
ing schemes. 

By “naturally sheltered manufactures” 
are meant those goods which, through 
their bulk or perishability, are naturally 
protected from competition by imports, 
e.g., beer and newspapers, ice cream, 
furniture. Tobacco and petrol are con- 
sidered separately as they are (and 
probably will continue to be) supplied 
almost entirely from imports. The serv- 

* Director, Bureau of Industry, Brisbane, Australia. 
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ice industries being such a large group are 
subdivided into four classes, according to 
the type of labour which they employ. 
“Professional services” represent expen- 
diture on medical and dental service, 
education, societies and associations, and 


TABLE I—Famiry Bupcet: REAL ExpeNDITURES 
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contribution to churches. ‘Mechanical 
services” expenditures, which employ a 
good deal of mechanical labour, are pas- 
senger transport in its various forms, and 
the repair and garaging of private cars. 
‘Personal services” include only domes- 


INDIRECT TAXATION AND Excess Costs ELIMINATED: 


QUEENSLAND 1939-40 
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tics and gardeners, and ‘‘Commercial 
and Postal services” all the remainder, 
e.g., cafes, boarding houses, laundries, 
entertainments, etc. 

Annual expenditure on housing was 
imputed at 5 percent of the capital value 
of the house occupied. This is intended 
as an indication of the cost of maintain- 
ing the house plus the cost of replacing it, 
say, over a period of thirty years. A 
community replacing its houses on the 
average once every thirty years is im- 
proving its housing conditions rather 
rapidly, i.e., making a substantial net 
investment in housing. On a basis of 
maintenance costs plus minimum re- 
placements commercially necessary, the 
figures would show an expenditure of 
only about 15 percent of incomes. 

This housing expenditure when 
analysed down will probably consist of 
some two-thirds building trade labour 
(more in maintenance than in construc- 
tion, at any rate in a community with 
wooden houses like Queensland), and 
one-third in the manufacture of building 
materials, nearly all of which are goods 
“naturally sheltered” as defined above, 
because of their bulk. 

The manner in which this table has 
been drawn up fails to bring out one 
further point, namely, that through direct 
or indirect taxation the consumer is made 
to forego some of these objects of con- 
sumption which he desires, in order to 
support the necessary number of govern- 
ment officials. Whether this will make 
an increasing or decreasing demand on 
national resources in the future is not a 
subject for discussion here. 

The outstanding conclusion to be 
drawn from the above analysis is that the 
sale of services, plus government services, 
plus the building trade, plus the trans- 
port and distribution element in the 
value of food and manufactures con- 
sumed, plus the production of naturally 
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sheltered manufactures, i.e., all the in- 


‘dustries whose products are not capable of 


international trade, or even of internal 
trade over long distances, represent a 
large and increasing proportion of the 
national income. In other words, as the 
consumer becomes wealthier in the 
future he will demand to spend most of 
his income on untransportable goods and 
services which must be produced locally, 
and a declining proportion of his income 
on transportable goods. 

Table II gives some indication of the 
levels of real income already reached, 
and prospective rates of growth. If we 
in Australia follow U.S.A., Canada and 
New Zealand, we shall soon be in the 
over 70s.Od. class. Australia has badly 
slowed down her rate of progress in 
recent years by fostering a number of 
uneconomic industries, but that is an- 
other story. 

TABLE II—Levets or Rea Income 


(Reduced to shillings of 1939-40 Queensland purchasing power per 
head of bopulation per week) 





New 
Zealand 


Great 
Britain 


Aus- 


Year tralia 





1886 28 29 
1901 34 29 
1913 36 38 
1929 42 43 
1939 45 52 
1945 47 61 




















Table III shows how labour was in 
fact distributed between industries in 
Australia, New Zealand, Great Britain 
and U.S.A. in recent years. Figures are 
given for four other countries selected to 
show the varying stages of industrial de- 
velopment. If we take a country like 
China, which is much less developed in- 
dustrially than India, we find that be- 
tween 75 and 80 percent of the population 
are employed in agriculture. 

Some further points may be noticed in 


‘Table III. Australia and New Zealand 


have had to engage an unusually large 
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(though falling in Australia) proportion 
of the working population in transport. 
The economies in real costs of transport 
achieved in U.S.A. over the last twenty 
years are, however, remarkable. 

The most interesting conclusion, how- 
ever, is that Australia now has more 
manufacturing workers relative to total 
working population, than the U.S.A. 
The statistics in Table III show this to 
be so even for 1939. These Australian 
figures include all working proprietors 
and large numbers engaged in small- 
scale industries like baking, motor re- 
pairing and dressmaking. Even if we 
exclude them to get full comparability 
with American manufacture, the Aus- 
tralian proportion has risen from 20 per- 
cent of the working population in 1939 
to 27 percent now, while the American 
proportion is practically back at the 
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prewar level. It is difficult to see how 
much further protectionism could go. 

To make anything like a detailed pre-° 
diction of the probable future trend of 
the distribution of labour between indus- 
tries, we need to analyse our existing 
figures very carefully, and to relate em- 
ployment to consumers’ demand, direct 
or indirect, immediate or deferred. The 
family budget data already quoted show 
us the pattern of consumption for differ- 
ent levels of real income cross-classified 
by different family structures. Estimates 
are made of the probable change in real 
incomes over the next fifteen years and 
also of probable changes in family struc- 
ture. A somewhat intricate cross classi- 
fication enables us to build a tolerable 
estimate of probable aggregate consum- 
tion and investment in fifteen years’ time. 
A much more tentative estimate is made 


TABLE IITI—PercentacE DistrisuTION OF NuMBERS IN WoRK 
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of the probable. distribution in, say, 
fifty or sixty years’ time, by which date 
Australia may hope to have reached a 
population of. 25 millions, Australia’s 
optimum population as a primary ex- 
porting country. (Until we reach that 
level of population it appears that the 
balance of real comparative costs will 
still indicate Australia as an exporter of 
primary produce and as an importer of 
manufactured goods.) 

The construction of Table IV involves 
some very detailed investigations into the 
structure of retail trade, and the analysis 
out of the composite heading of ‘General 
Stores” of the number of man-years in- 
volved in the distribution and servicing 
of certain commodities. For this work I 
am indebted to a Queensland University 
publication in course of preparation by 
Mr. E. W. Easton, and to Mr. R. H. 
Fields of the Queensland Bureau of 
Industry. 


This complex analysis of the distribu- 
tion of labour between industries is 
necessary before we can begin to con- 
sider its distribution between locations. 
Economic progress leads man through 
three stages, in which primary, secondary 
and tertiary industries are in their turn 


predominant. In a community pre- 
dominantly dependent on primary in- 
dustry, population must locate itself 
where the natural resources are available, 
with very little qualification. Manufac- 
ture may be more closely defined as 
“organized large-scale production of 
transportable goods.” (The production 
of untransportable objects such as build- 
ings and public works is not regarded as 
a branch of manufacture.) It is clear 
a priort (as it is also from historical 
evidence) that manufacture cannot exist 
without good transport facilities, and its 
location is determined largely by the 
balance of transport advantages and 
disadvantages. The tertiary industries 
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and services, on the other hand, produce 
objects which by their nature must be 
consumed where they are produced. 
These industries, therefore, by their na- 
ture must be located at or near to the 
point where the consumer resides (saving 
the rare cases where the consumer is will- 
ing to journey a long distance in order to 
receive some specialized service such as 
surgery). This means that, in effect, the 
community now has a much freer hand 
in the location of industry and popula- 
tion, if we care to use it. To a steadily 
lessening degree are we bound by con- 
siderations of either natural resources or 
transport facilities. In other words, we 
can, without in the long run causing any 
serious loss to ourselves, re-locate as we 
wish population engaged predominantly 
in tertiary industries. On the other hand, 
if we do nothing about it, they will locate 
themselves in the cities which have al- 
ready grown up as large commercial or 
manufacturing centers. Just as no great 
economic loss is incurred in re-locating a 
predominantly tertiary population, no 
great economic advantage is incurred in 
allowing it to concentrate. 

Some investigations were published in 
Econometrica, April 1945, under the title 
“The Economic Functions of a City in 
Relation to Its Size.” The object of 
this investigation was to analyse the 
ability of cities of various sizes in U.S.A., 
Canada, Great Britain and Queensland, 
to provide to their own and the sur- 
rounding inhabitants a desirable range 
of tertiary services. The general con- 
clusion reached was that a city of 150,- 
000 population could supply all those 
needs. 

Besides the economic, there are a 
number of other reasons for not wishing 
a city to exceed this size. One is the 
question of traffic. Who has yet asked 
himself what our traffic conditions are 
going to be like when every family owns 
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a motor car, as they will within twenty duction of a very expensive Australian 
years at the present rate of progress. motor car is an oblique attempt to solve 
(Unless we are to assume that the pro- the traffic problem.) 


TABLE IV—PercenTAGE OF WorKING POPULATION IN INDUsTRY GrouPs: QUEENSLAND 
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Another consideration is the demo- 
cratic one. A large number of govern- 
mental functions can be devolved to a 
city of this size. At the same time the 
ordinary citizen can take an active and 
intelligent interest in political and ad- 
ministrative affairs which he would find 
impossible in a larger community. For 
those who really believe in democracy 
and do not merely use it as a convenient 
catch-word, this is a very important con- 
sideration. 

Australia will probably gradually 
move, as indicated in Table IV, to an 
agricultural population constituting only 
10 to 20 percent of the whole working 
population. The whole rural population, 
including country storekeepers, doctors, 
teachers, postal and transport workers, 
etc., will probably, however, constitute 
30 percent or more of the whole. This 
means that a city of 150,000 corresponds 
roughly to a region of 250,000. Dr. 
Andrews has carried out a preliminary 
demarcation (not yet published) of Aus- 
tralia into regions, such that the primary 
resources of each region would occupy 
the necessary rural population to give 
such a total. 

A population of 250,000 would be a 
satisfactory unit for a large number of 
governmental services. (Tasmania’s rec- 
ord of state government has been very 
good, particularly in the fields of health 
and education.) It has been calculated 
(Dr. Robb Smith, The Lancet, August 28, 
1943), that a really adequate, compre- 
hensive health service, including special- 
ized hospitals for infectious diseases, 
tuberculosis, etc., can be organized for 
a population of 250,000.! 

The optimum size of the city is an 
important problem but by no means all. 
Of recent years increasing attention has 

1 Though it is quite irrelevant, it is hard to refrain from 
quoting a dictum by Dr. Robb Smith on the subject of 


national medical service. He considers that, unless the 
salaries of such a service were fixed very high, “two grades of 
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been paid to the concept of the “‘neigh- 
bourhood,” “precinct,” or other “cell” 
of which the city structure is built. The 
London County Council plan for re- 
building, though it is rightly being criti- 
cized for its timidity on the question of 
reducing the density of population, has 
made remarkable proposals for the re- 
division of the city into “precincts.” 

In every-day parlance, these represent 
“shopping centers,” together with some 
additional facilities. What constitutes an 
adequate population to provide a cell of 
urban development (or, for that matter, 
a rural township) in which the consumer 
can hope to find a reasonable array of 
retail and other services? The larger the 
population, of course, the larger the 
number and specialization of services 
given; but at the cost of increasing dis- 
tances from the consumer’s home. A 
careful balancing of advantages and dis- 
advantages is called for. 

The next step in the analysis, therefore, 
requires us to examine the size of the 
establishment necessary to give a satis- 
factory and economical retail or other 
service. For this again I am indebted to 
Mr. Easton’s researches. See Table V. 

Some town planners, in judging the 
desirable size of a cell, have concentrated 
their attention on the question of a 
primary school. A population of 1,500 
might be expected to yield thirty children 
per year, constituting just satisfactory 
size classes for one primary school. But 
this line of reasoning assumes that in 
future all parents will be of the same 
mind on the question of religious educa- 
tion, which may or may not be the case. 
To allow for this consideration, or even 
to give some variety of choice of publicly- 
provided primary schools, a considerably 
medical service would develop, an under-staffed salaried 
service made up of the least successful members of the profes- 
sion to whom the public would apply for certificates, and 


the more able members of the profession who would have to 
be paid for their services.” 
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larger population is desirable. 

The following tabulation poses the 
balance of advantages and disadvantages 
in a highly simplified form. It is assumed 
that the desirable population density will 
be about fifteen per acre, the level of 
density found in most suburbs of Aus- 
tralian cities (barring those noted for 
their unpleasantness) at the present 
time. This corresponds to about twenty- 
five persons per acre of actual building 
land (after allowing for roads, public 
buildings, etc.,) or, say, one-sixth of an 
acre per house. This represents about 
the amount of garden space which the 
ordinary Australian family prefers. No 
rigid uniformity is intended, some fami- 
lies having more and some less than the 
average. 





Percentage of Working 
Population who will be 
Occupied in Serving Local 
Requirements in Industries 
Above Specified. (1960 
Scale of Requirements) 


Radius of 
Neighbourhood 


Area in Population 
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A desirable density being given, we 
can relate the population of the neigh- 
bourhood to its radius, i.e., distance of 
the furthest house from the shopping 


center. Most people will agree that 
a distance of 500 or 600 yards is as much 
as they care to traverse. We have as- 
sumed that in due course every family 
will have a car, but they will not neces- 
tarily wish to use it for all their daily 
business, and indeed if they did they 
would only create serious congestion at 
the shopping center. 
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A population of about 2,500 seems to 
be indicated. By increasing the popula- 
tion further we do not obtain any signifi- 
cant addition to the number of industries 
and services which can be locally con- 
ducted. Perhaps one of the most im- 
portant industries outside the reach of 
such a population is the medical center 
which, according to Dr. Robb Smith, 
ought to have a personnel of seven (three 
or four doctors, dentists, nurses, etc.). 
Such a center should serve, in his opinion, 
a population of 6,000 to 8,000. One 
full-scale medical center might be pro- 
vided for each three neighbourhoods, or 
it might be possible to subdivide the 
work further without too serious a loss 
of efficiency. 

In very general terms, therefore, the 
best pattern of population location for 
Australia appears to consist of regions 
with some 250,000 population, compris- 
ing up to thirty or forty rural, and sixty 
or seventy urban neighbourhoods of 
2,500 each. 

And, while we are about it, we could 
quite well locate the urban neighbour- 
hoods two or three miles apart from each 
other, separated by ranges of hills or 
other natural features. Each neighbour- 
hood would provide a substantial pro- 
portion of its own requirements and em- 
ployment and so the burden of transport 
would not be excessive. This arrange- 
ment would save all the problems of 
transport congestion in thecenter of the 
city. And such an arrangement of our 
cities would make them largely immune 
to atomic bombing. 

It will be interesting to see whether we 
have the sense to make such an arrange- 
ment of our own accord, or whether we 
are going to wait for an explosion of 


some atomic bombs, probably: placed in 


the middle of harbours and detonated by 
long distance radio control, to teach us 
our lesson. 





Reserve Plant Capacity of Public Utilities and 
Efficient Use of Resources 
By EMERY TROXEL* 


UBLIC utility commissions dealing 
with property valuations have a 
concept about efficient resource use that 
is generally called ‘“‘used and useful” 
property. At least, a concern for effi- 
ciency is strongly suggested by the 
language of the concept, even if commis- 
sion action seldom gives much content 
and effect to the concept. Making an 
investigation of reasonable earnings and 
compiling a property inventory (or ac- 
cepting a compilation by the company), 
a commission obviously chooses or is 
involved in an implicit choice of the 
property on which a return is permitted. 
Attention to “used and useful’ plant is 
prior to any controversy or reasoning 
about the method of property valuation. 
Apparently the “used property” is meant 
by most commissions to refer to the 
facilities from which output currently is 
obtained. In this simplified construction 
the notion of used. plant may not have 
any significant dimension of efficiency 
beyond the immediate observational fact 
of actual plant activity. Indeed, a good 
deal of aged, obsolete and poorly organ- 
ized plant seems to be accepted by com- 
missions as used plant on which consumer 
payments are expected to provide a 
return. Apparently, the concept of 
“useful” property commonly represents 
more among commissions, and extends 
to property that is not currently turning 
out service but is available for anticipated 
production. In this connection the com- 
missions have experiences with new but 
only partially used capacity, and plant 
“held for future use.” This is the area of 
thought and action with which this paper 
deals. 


More specifically, this discussion con-- 
cerns reserve-plant capacity or what can 
be called, in a somewhat paradoxical 
fashion, a necessary, unused capacity. 
Obsolete equipment (i.e., technical 
means that can be economically re-. 
placed for immediate and future produc- 
tion), inadequate plant (i.e., a production 
unit that is too small, like an outgrown 
pair of shoes, for efficient use within the 
existing operations), and excess capacity 
(i.e, means of production that permit 
output beyond any efficient quantitative 
limit of operations) are not considered 
here. Indeed, the meaning—the content 
and conceptual character—of reserve 
capacity is the first subject. Then some 
recent experiences of commissions with. 
plant-capacity limits are observed and 
summed up. Finally, an analytical 
section presents (a) some limitations of 
efficient plant choices that are relevant 
to public control and (b) several logical 
extensions of commission decisions that 
show some insufficiencies of present com- 
mission policy. 


I 


A generalized meaning, a concept of 
reserve-plant capacity, is needed so that 
a somewhat consistent classification of 
situations is maintained. This is neither 
an easy nor conclusive undertaking. For 
one thing, the concept is associated with 
the experiences of public utility indus-- 
tries and concerns inescapably the char- 
acteristically technical circumstances of 
service production and consumption. 
A meaningful reserve capacity can be- 
altered significantly by changes in con- 
/ * Professor of Economics, Wayne University. 
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sumer behavior, plant technology, and 
managerial abilities. In some measure 
such an idea represents, furthermore, a 
translation of particular experiences into 
common denominators of experiences; 
consequently, the experiences  (i.e., 
events, facts, literal histories) are altered, 
though they need not be revised so much 
that some observable connection between 
concept and immediate experience is lost. 
For another thing, there is the question 
of how many characteristics shall be 
identified. This choice involves both 
technical knowledge and social evalua- 
tion. At one stage in a person’s or a 
group’s (e.g., a public utility commis- 
sion’s) comprehension of dimensions it 
may represent an achievement that at a 
later time appears incomplete, poorly 
refined; comprehension of reserve-plant 
meaning cannot very well be given a 
finality. Meanwhile, too, the social 
significance of such a concept may ex- 
pand in both thought and action terms; 
thus, the “need” for more deliberative 
and consistent evaluations may be shown. 
In any case the conceptual meaning of 
reserve Capacity, as given and used here, 
is necessarily a tentative, limited, and 
somewhat introspective construction. 
Some persons doubtless see little point 
in definitions of reserve capacity, just as 
they do not respect logical analysis of 
the nature of problems. Some of these 
believe strongly that common sense will 
see them through a problem. In general, 
public utility commissioners belong to 
this group that believes in sensing the 
meaning of such things as reserve capac- 
ity. Among these persons an immediate 
association with a case and its evidence 
is the only way to a true decision; a man 
1In their decisions, which are summarized in the next 
section, the commissions scarcely ever say anything about 
the “used and useful” term. They simply do not examine 
this factor of earnings control so that it can be said to have 
anything approximating a definitive meaning. In _ this 


situation, where a meaning virtually must be assigned to the 
commissions’ own language, the notion of reserve-plant 


of good sense “knows” the truth when 
he “sees” it. Omitting what can be a 
lengthy discussion of methodology, I am 
content to say that experiences, reflec- 
tions, insights often are necessary but 
scarcely ever sufficient, by themselves, in 
problem solutions. 

The discussion turns to the meaning of 
reserve-plant capacity. This concept, as 
it is used in this paper, embraces the cur- 
rently unused (or only partially used) 
plant capacity that is acquired and held 
in anticipation of a probable future need 
for further production. Such unused 
capacity may be represented occasionally 
in whole plant units or, more commonly, 
in partially used units; i.e., a plant unit 
may be used continually (‘“‘base load’’) 
or regularly (“peak load”) but it still 
contains an unused or reserve capacity. 
The reserve capacity may consist of re- 
sources that are immediately ready for 
operations; or it may include resources, 
such as some kinds of land, that are only 
part of the necessary resources for further 
production. In the language of regu- 
lators such reserve-plant capacity for 
probable future production is unused but 
useful. Conceived in this manner and 
not derived strictly from regulatory ex- 
periences, the idea is clearly at odds 
with any literal understanding of the 
“used” part of the familiar “used and 
useful”? phrase.! Yet the concept has an 
efficiency dimension; indeed, acquisition 
of some unused resources in anticipation 
of their need is often a necessity of maxi- 
mum operating efficiency. Reserve-plant 
capacity is a variation of what the econo- 
mist calls the optimum plant or resource 
combination. ? 
capacity does not conflict directly with anything that most 
commissions are doing or thinking. At best it conflicts with 
what an occasional commission does, and what others might 
do if a full expression of their experience pattern of thought 
and action were at work. 

2 More is said on this matter in a later section. Mean- 


while the reader may wish to know that I am not speaking 
(Footnote 2 continued on page 147) 
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Being familiar with the language and 
practice of public utility controls, some 
may believe that “stand-by” plant is a 
common and representative synonym 
for reserve-plant capacity. Yet, as the 
latter notion is defined here, stand-by 
plant does not always have the same 
meaning. In customary usage it is an 
idea that includes more than the reserve 
capacity as I define the latter.* In 
company accounting the stand-by plant 
often includes equipment that is on the 
way to retirement, and is efficient only 
in ierms of a short-run consideration of 
costs; or the equipment is beyond any 
foreseeable use in efficient production 
but is kept in the property inventory so 
that a larger investor return can be 
claimed. Gas-manufacturing equipment 
of a company now offering natural gas 
service, old-type equipment of many 
kinds, under-sized (inadequate) units, 
and other possible varieties of plant are 
included in the conventional category of 
stand-by equipment. That is, stand-by 
plant may include both obsolete and 
efficient equipment. Separated from 
the more inclusive notion of stand-by 
plant, the idea of reserve-plant capacity 
does not apply to long-used but now 
retired or virtually retired equipment. 
Instead it pertains to forward-looking 
situations wherein investment plans are 
arranged efficiently toward future serv- 
ice. It consists of equipment that can 
be utilized efficiently in regular and con- 
tinuous service, even if it is not put to 
immediate use. 


(Footnote 2 continued from page 146) 
cf a static concept of optimum plant. In fact, the reserve- 
plant capacity sometimes obtains a valid efficiency only in a 
dynamic and somewhat uncertain environment. 

‘Others may wish to define reserve capacity so that it 
includes the wholly or partially obsolete units of stand-by 
equipment, but I prefer a distinction within the category of 
unused capacity. 

‘Some plant, clearly obsolete for regular use and an in- 
efficient investment choice under current technical and 
€conomic conditions, may still have efficient short-run limits 
of use. It may be the most economical way to handle oc- 
casional but monetiry increases in demand, and some 
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Reserve capacity has an efficient place 
in connection with several technical con- 
ditions of production. Equipment breaks 
down without warning, storms disrupt 
service, efficient repair work is done 
somewhat irregularly, the efficiency of 
complementary resources (i.e., labor, 
management, and raw materials) is sub- 
ject to variation. Either the firm pro- 
duces a variable quantity of service with 
a fixed but fully used® amount of capital, 
or it has plant capacity with which con- 
tinuous production of service can be 
maintained. In view of time variations 
in consumer demand all the plant, how- 
ever, is not in constant use, though all 
of it has a significant probability of con- 
sumer use. At any rate, if the company 
seeks a continuous quantity-time pattern 
of production (and implicitly assumes a 
quantity-time pattern of consumer de- 
mand), it needs more plant capacity than 
can be put to regular, load-carrying use. 

Reserve-plant capacity may relate to 
social considerations that transcend the 
ordinary consumer demands or operating 
techniques. Although the condition cer- 
tainly is not common among local govein- 
ments, urban-transport capacity can be 
a means of avoiding metropolitan con- 
gestion. Indeed, all types of public 
utility services, extended ahead of popula- 
tion movement, reduce community con- 
gestion (especially in metropolitan areas) ; 
consequently, they are important factors 
in community planning. Usually the 
capacity of water systems is designed for 


In these situa- 


possible breakdowns of regular equipment. 
tions the saving in investment outlays on new equipment 
can more than offset the otherwise excessive operating costs 
of the old equipment. 

5 As in other instances of “full employment,” the word 
“full” is not easily defined. Essentially, I mean that the 
plant does not afford further production within the estab- 


lished time pattern of consumption. In the language of 
public utility engineering, the plant is just large enough for 
its “peak load.” There is something more: the daily or 
seasonal time “peaks” of demand are not uniform; and, 
consequently, a further question is whether full use refers 
to an average or “normal’’ peak, or the highest such demand 
measurement. 
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some considerable measure of fire pro- 
tection and an expanding area of fire- 
protection service. Clearly, the water- 
system capacity may reduce but not 
eliminate the probability of major fires; 
even an enormous amount of reserve- 
plant capacity does not reduce com- 
munity fire risks to zero. 

Yet the absence of any reserve ca- 
pacity apparently increases the chance of 
large-scale fires (and results in higher in- 
surance premiums) unless ordinary water 
service can be controlled readily or shut 
off; and such interruptions of water serv- 
ice simply shift the reserve-capacity ques- 
tion to another context. A place can be 
determined for some amount of reserve 
capacity toward community ends of fire 
protection, easy outward expansion, and 
reduction of population congestion; but 
the most efficient amount of this sort of 
plant capacity scarcely is open to an 
exact determination. Furthermore, the 
reserve plant, as in the case of fire-pro- 
tection capacity of a water system, may 
never be put to full use; a generous cal- 
culation of capacity is made, but there 
is a low probability for a “Chicago fire.” 

A third reason for reserve-plant capac- 
ity concerns prospective demand _in- 
creases among the ordinary consumers. 
Expecting demand changes to continue 
an upward course and knowing the ob- 
vious inefficiency of additional plant 
construction for each small addition 
(each added buyer, or each small physical 
unit of service) to aggregate demand, the 
firm adds “chunks” of plant from time 
to time and generally has capacity to 
serve additional demands. This pro- 
vision for plant capacity does not refer 
to the so-called “off-peak” demand 
within daily or seasonal patterns of con- 
sumer behavior, though the demand for 


6 In some instances, too, special additions to plant capacity 
are needed so that further use can be made of the currently 
unused, off-peak capacity of basic plant. 
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this service may burst its bounds and 
become a determinant of additional total 
capacity. In general this demand deter- 
minant is conceived to be related _pri- 
marily to secular and cyclical increases 
in consumer demand. In the secular 
sense, more plant capacity is needed be- 
cause new uses of service are being dis- 
cerned and developed; the electric in- 
dustry, experiencing and anticipating 
technical conditions for demand _in- 
creases, is a good, immediate example 
of this condition. In the cyclical case 
the reserve-plant capacity is chosen to 
serve all or some part of the demand 
increases that accompany a prosperity 
condition. Even if the demands for 
utility services commonly have an income 
inelasticity, they are not so inelastic in 
the income sense that, at prevailing 
prices, consumers do not demand larger 
quantities as their incomes increase. 
Under these conditions a reserve capac- 
ity avoids various managerial or regula- 
tory improvisations of service rationing 
when demand conditions pass beyond 
the depression minimums.’ 

Choosing to have some amount of 
reserve-plant capacity, the community or 
commission (or whoever makes the 
choice) must recognize that investment 
outlays as well as some other comple- 
mentary but more periodic expenditures 
are the minimum necessary costs of the 
supplements to plant capacity. Reserve 
plant clearly costs something; and these 
costs cannot be denied as consumer de- 
mand contracts or ceases to expand be- 
cause a population or technological 
growth stops, or because a depression 
comes. For a time the condition of re- 
serve-plant capacity is not reversible; it 
involves a long-term commitment of 
resources. The costs of these resources 

7 As reasoned later, a failure to provide plant capacity 
beyond depression-time demands may limit a prosperity 


development in connection with industrial production and 
new housing. 
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can be recovered only by charging prices; 
and, as a general prospect, investors can 
be induced to make such a resource allo- 
cation only if the prices and revenues 
have significant probabilities. 

More specifically, there is no double or 
shiftable choice in the situation. If, for 
example, enough plant is available to 
satisfy all demands at or near the top of 
the prosperity phase, then more than 
enough capacity is on hand to satisfy 
demands- during a depression though, 
as a happy coincidence, an upward 
secular change in buyer demand (e.g., 
electricity demand during the ‘thirties) 
may “‘take up the slack.” This does not 
mean that a plant must be large enough 
to satisfy all demands at all times; rather, 
it means that commission policy cannot 
be shifted opportunistically to the best 
immediate choice and still be an effi- 
ciently arranged policy. Indeed, the 


general rules of efficient resource use, 
including a projected benefit-cost equa- 


tion of additions to reserve-capacity, 
apply to regulatory policy quite as much 
as any case of resource-use control; at 
least those who want to make “good” 
choices should puzzle over efficiency 
relationships, even if discontinuous deci- 
sions, large indivisibilities of plant units, 
and improbabilities of precise measure- 
ments deny achievement of neat equa- 
tions and leave, at best, only approxima- 
tions of logically constructed relation- 
ships. More is said later on a commis- 
sion’s relation to an efficient resource allo- 
cation. 

Recognition should be given to the 
fact that company managers make most 
of the actual choices about the timing 
and magnitude of reserve-plant capacity. 
Commissions, lacking staff and possibly 
a serious interest, do not take commonly 
an active part in these decisions. Per- 
haps many of them, organized as they 
are now, have quite insufficient abilities 
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to conceive the physical and financial 
planning of plant capacity relative to 
consumer behavior and social needs. 
At any rate the private management is 
left largely to its own choices or, what is 
more to the point of regulatory responsi- 
bility, it is expected to make these deci- 
sions. In this connection we should 
recognize that the management deals, 
at best, with probabilities rather than 
certainties, and the decisions cannot 
always be infallible. Regulators can 
worsen the problem with strict and hind- 
sighted judgments, discerning deviations 
that even the management never sought 
and that do occur, in any case, after the 
investment choices. Commissions can 
participate in the planning and use of 
plant capacity; and doubtless their in- 
vestigations and suggestions in these 
matters afford one way to broaden the 
presently narrow perspective of regula- 
tory thought. Yet, if they do not partici- 
pate directly, they can create a peculiar 
inefficiency of resource use by cracking 
down on “mistaken” choices, and thereby 
make managers more cautious in future 
choices. 


Meant to be a part of an efficiently 
planned system, reserve-plant capacity is 
not a fixed percentage of total plant 
capacity. This takes the discussion back 
to the point that additions to plant 
capacity, involving large indivisible units 
for managerial and technical reasons, 
are not efficiently made if they have a 
perfect integration with immediate 
changes in community needs or consumer 
demands. An efficient process of de- 
cision-making about plant organization 
often calls for discontinuous changes in 
the plant.. An efficient choice may be 
some minimum technical addition, e.g., 
an electric transmission or distribution 
line to a residential area with which a 
minimum complement of poles, trans- 
formers, etc., is included. In any case 
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there is a managerial minimum below 
which the decision-making is considered 
too costly, too inefficient. Thus, the 
reserve-plant capacity “jumps” with 
plant additions, though each addition 
can be conceived efficiently in terms of 
prospective developments in technical, 
community, or consumer demand con- 
ditions. Later, the projected develop- 
ments are expected to use up the reserve 
capacity. Then, sometime in the more 
distant future, another lumpy addition 
to plant capacity is considered. 

As noted already, reserve capacity is 
not necessarily a part of the plant that is 
immediately ready for use. An efficient 
planning of plant development may re- 
quire acquisitions far ahead of their pros- 
pective use. Some of the best examples 
of this condition concern acquisitions of 
land. Some industries and firms expect, 
of course, to realize more efficiency from 
such acquisitions than do others. En- 


gaged in gas production as well as gas 
transmission and possibly gas distribu- 
tion, a natural gas firm wants to be as- 
sured of a supply source; and at the same 
time it wants to minimize the total costs 


of gas production. Consequently, it 
acquires leases or ownership in much 
unproven or only partially proven areas, 
and does not wait to make larger expendi- 
tures on fully proven or developed land. 
Saying that such assets are “held for 
future use” and that the costs are not 
reasonable for the present, a commission 
can miss a significant characteristic of 
efficient plant development. 


The concept of reserve-plant capacity 
is separable from the idea of excess 
capacity. It refers to unused plant whose 
use is expected but not absolutely as- 
sured, and whose installation time is 
conceived to be arranged efficiently prior 
to immediate use. On the contrary, the 
concept of excess capacity is an extension, 
given some minimum of managerial 


ability, beyond such an _ efficiently 


planned ariangement; it is represented 


by plant-capacity increments beyond the 
limit where expected benefit increments 
exceed or equal cost increments. Con- 
trolled exclusively or primarily by im- 
mediate and often superficially perceived 
experiences, some persons (including ap- 
parently many public utility commis- 
sioners and consumers) cannot very well 
comprehend a currently unused plant 
apart from excess capacity; their mental 
trouble is a close confinement to actual 
events. Admittedly any actual measure- 
ments involving the manageable char- 
acter of the data as well as the “‘permis- 
sible” intelligence of company managers 
are sufficiently inexact so that a clear, 
indisputable demarcation between re- 
serve Capacity and excess capacity is not 
feasible. Yet, even if these difficulties of 
decision-making are in the problem, 
they still do not justify an “excess” label 
for all currently unused plant. 

The above concept of reserve-plant 
capacity is not altogether apart from 
economic thought, though economists 
generally do not have much to say di- 
rectly on this subject. At any rate it is 
not completely apart from what Professor 
W. H. Hutt, a South African economist, 
says on “idle” resources. One of his 
categories, pseudo-idleness, seems to em- 
brace the one that I am delineating.’ 
He says: 

‘“*. . . there are resources which perform 
their most wanted services through their 
mere passive existence—the service of ‘avail- 
ability.” The resources concerned might be 
capable of being hired out for certain other 
purposes, but they would then directly lose 
their availability for some special task (which 
entrepreneurs are prepared to bet will be 
wanting their services later.)’’® 

Indeed, these resources can give satisfac- 
tion simply through the knowledge “that 
sail The Theory of Idle Resources (London: Jonathan Cape, 


1939), pp. 28, 57-70. 
9 Ibid., p. 63. 
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they are there” as in the instance of 
armament or fire-fighting equipment. 
And he recognizes that indivisibility of 
an “efficient unit of specialized equip- 
ment” is a common explanation of 
pseudo-idleness in the face of demand 
fluctuations.'!° To those who rely on 
direct observations and experiences, the 
fact of idleness is more apparent than 
true. 


II 


Public utility service is associated with 
long-standing traditions to which the 
idea and fact of reserve-plant capacity 
are relevant. Having ethical significance 
and transcending in any case the imme- 
diate technical conditions of production, 
the concept of “serving all who come” is 
prominent in public utility history. This 
concept is rooted in the common law and 
represents, in general, a social obligation 
beyond what a private management 
chooses strictly for its firm. Expressed 
in “modern” language, this concept 
means satisfaction of all consumer de- 
mands at prescribed prices. And some 
anticipation of service seems to be im- 
plied; otherwise, consumers cannot be 
served as soon as they come. Similarly, 
the corollary concept of continuous 
service is well established and presup- 
poses provision for extra plant capacity 
so that at least some types of interruptions 
are avoidable. 

Commissions naturally are cognizant 
of the custom of serving all who come. 
In a “new” market situation, where 
plant and output expansion is contem- 
plated beyond previously prescribed geo- 
graphic or use limits, the rule may not be 
invoked; and the private choice can 
control provisions for future service. In 

‘Hutt applies another concept of idleness, ‘withheld 
capacity,” more directly to “‘natural monopolies” (zbid., pp. 
146-173). “As he uses the idea, it refers to a monopolist’s 
manipulation of plant use toward output and profit control; 


in this sense it does not apply to the limits of the discussion 
here. 
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the old market, enfranchised and marked 
out, the company is more directly bound 
to serve all. Yet, apart from new and 
old legal situations, distinctive service 
obligations are commonly imputed to 
public utility firms; and regulators oc- 
casionally speak in the manner of the 
Massachusetts Department: 


. the public which created the utility has 
the right to anticipate that it will be provi- 
dently managed and conducted to the end 
that there shall be neither diminution in 
quality nor interruption in the continuity of 
service.!! 


Even the managers of utility companies 
appear to have a sense of service obliga- 
tions that is not found in other industries. 
Such a conscience about service perform- 
ance, limited to be sure by private con- 
siderations, seems to be manifested in 
managerial embarrassments by long 
lines of waiting customers, improvised 
rationing, interruptions from break- 


downs, and other possible marks of de- 


ficient service. In reality the commis- 
sions are quite reliant indirectly on some 
measure of managerial conscience as a 
goad to plant expansion and efficiency. 

Looking for colorful or well-organized 
responses of commissions relative to 
reserve-plant capacity, we can select a 
few opinions from the total flow. This is 
not the main approach here. Instead, 
commission decisions, taken as they come 
from issues of the Public Utilities Fort- 
nightly and representing variations in 
expression and thinking, are classified for 
the last decade. The result is a sizable 
sample, a sort of cross-section of commis- 
sion actions though I hesitate to say 
“strictly representative.’ The main 
point is the regulatory treatment of used 
and useful property, for the commis- 
sioners do not have a concept of reserve 
capacity as this is defined in the fore- 


11 Re Boston Consolidated G. Co. (Mass.), 30 P.U.R. (N.S.) 
260, 265 (1939). 
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going section. Taking the regulatory 
action at first on its own terms, we can 
comprehend something about the way in 
which the plant efficiency and the 
optimum operating scale are treated. 
Then, some inferences can be drawn on 
what kind of regulatory treatment can be 
expected for more refined efficiency 
concepts. If regulators do not (and most 
of them don’t) give attention to the 
meaning and content of used and useful 
property, we surely can infer that they 
are not likely to think about reserve 
capacity. Or when only the property in 
immediate use is considered useful and 
all else is excluded from the reasonable 
inventory, we may infer that, at best, 
attention to reserve capacity is incom- 
plete. 

The decisions tabulated in Table I, 
which were decided during an eleven- 
year period beginning in 1938 and end- 
ing in 1948, cover a considerable range 
of general economic conditions. The 
sample period begins in the tail-end of 
depression, goes through a war, and ends 
in a postwar prosperity—from generally 
abundant plant capacity in the late 
*thirties to widespread shortages of plant 
capacity and managerial rationing in 
the late "forties. In the beginning the 
companies could serve all who came, and 
more; in the end there were dilapidated 
busses, some ‘“‘brownouts” for electricity, 
and waiting lists for gas and telephone 
installations. ‘These decisions on used 
and useful plant are drawn from rate 
cases where inventory questions are most 
likely to be asked. If such questions are 
asked at all, they seem most probable 
when each case involves basically a com- 
mission challenge to existing earnings or 
a company demand for additional earn- 
ings. 

The summary in Table I is not final or 
perfect. For one thing, it covers a 
limited range of decision-making and is, 
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TABLE I—Decisions or Pustic Uturry Com- 
MISSIONS ON PROPERTY INVENTORIES IN RATE 
Cases, 1938-1949! 

Number of 
Decisions Decisions * 
. No reference whatever to unused, 
stand-by, or reserve capacity 
. Used and useful property mentioned; 
all property apparently included but 
no explanation given 
. After commission study, full allow- 
ance given for stand-by, reserve, and 
other unused capacity 
. Partial valuation allowance for re- 
serve, future-use plant 
. Unused plant excluded from inven- 
tory, even if held or being built spe- 
cifically for future use 
. Elimination of some property in 
name of excess capacity 
. Allowance for admittedly obsolete 
plant, but no mention of reserve 


TotTat NuMBER OF DECISIONS... 


1 Only the cases reported in the Public Utility Fortnightly 
were examined. These cases extend inclusively from 
volume 27 to volume 76 of the Public Utility Reports. 

* The following kinds of cases were excluded: court, motor 
carrier, railroad, types of prices (e.g., tokens for local bus 
fares), discrimination between buyer classes, rates for a 
single-buyer class, dismissed for want of jurisdiction, tem- 
porary or interim rate orders, accounting, sliding-scale 
situations, and “negotiated” rate changes. 

* Placed in these categories according to what commission 
opinions seem to contain, some of these decisions may very 
well belong elsewhere in reality. At least some uncertain 
allowance should be made for the fact that commissioners, 
often lacking high qualities of articulation and thought 
composition, do not reveal all they are thinking and doing. 

4 These doubtless are not the only instances where obsolete 
property is included; rather, they are the only ones where 
the commissions recognized overtly the obsolescence and 
still included the property. Many of the cases doubtless con- 
tained a good deal of neglected obsolescence of property. 


at best, one of several possible samples; 
the time range can be longer, and more 
decisions can be collected for the chosen 
time period. The decisions are discerned, 
moreover, from the final, edited opinions; 
no attempt is made to go behind the 
opinions and gather special reports and 
testimony for each case. Furthermore, 
these opinions, like any collection of 
commission opinions, vary a great deal 
in clarity and detail; some opinions speak 
directly to the point of the used and 
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useful inventory, while others afford 
evidence for only fairly “‘loose” inferences 
of regulatory choices. For instance, the 
first category in Table I, containing 
opinions wherein no references seem to 
be made to used and useful property, 
might not be quite so prominent if com- 
missions were more systematic and ex- 
pressive. !? 

Measured by what is shown in Table I 
commissions do not scrutinize commonly 
the property inventories and strive to 
allow returns on only the efficiently 
planned or arranged plant. They are 
content apparently to take the meaning 
and quantity of used and useful property 
for granted. A majority of the deci- 
sions (79) contain no evident references 
to used and useful, stand-by, or reserve 
capacity. In the second category the 
commissions seem to use the words, 
“used and useful”, as simply language— 
mere verbalisms to which no significance 
is attached. Indeed, the first three 
categories, containing 119 decisions and 
representing more than four-fifths of the 
decisions, suggest strongly that the regu- 
lators do not have much interest in 
plant efficiency—in careful attention to 
the limits as well as the technical types of 
plant capacity.'* The inventory of effi- 
ciently arranged plant logically may be 
prior to the property valuation, but the 
valuations as well as other dollar sums 
are primary in the common earnings 
case. 

These directions of commission thought 
are not affected significantly by the size 
of the company that is considered. 
About 25 decisions in the sample con- 
cern small, village-size companies; and 
they are predominantly in the first class. 


12 These comments do not mean that I am dissatisfied with 
the decision sample and my perceptions of commission de- 
cisions. Quite the contrary. Yet I do not wish to claim 
that an indubitable objectivity is achieved, that another 
student, examining the same decisions, can be expected to 
arrange precisely the same table. 
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Yet, even if these decisions are excluded, 
the indifference to plant efficiency still is 
dominant. To achieve more-efficient use 
of limited regulatory means, commissions 
understandably give more attention to 
large-company cases; and, being in this 
state of mind, they can go further and ap- 
ply more effort to the study and measure- 
ment of plant efficiency. Nor does a 
significant change in commission effort 
show up when the decisions are clas- 
sified according to rate-level increases, 
decreases, and no-changes. Judged by 
their written opinions, the regulators 
simply do not probe the meaning, 
try to make measurements, or even be- 
come doubtful about plant efficiency. 
Consequently, reserve-plant capacity, as 
a special dimension of optimum-plant 
organization, presumably is a possible re- 
finement that does not interest them. 

Commission reasoning, represented 
mainly by the fourteen decisions in the 
fifth category, occasionally does reject 
unused property that, in some possible 
instances, may pass for reserve-plant 
capacity. These exclusions usually oc- 
cur under a simple, immediate “use” 
standard of efficient plant. The Mis- 
souri Commission, excluding some prop- 
erty in one of these decisions, says, ‘As 
a general policy . . . a rate base should 
include only such property which is 
actually in use or use of which is im- 
minent.”!4 Such an immediate or im- 
minent-use rule doubtless accords with 
a typical commissioner’s strong faith in 
experience as the real source of truth. 
But does it measure the efficient limits 
of plant capacity? And what is immi- 
nent? Such a rule seems to provide easy 
solutions, and consequently may reflect 

18 As suggested in note 3 of Table I, some allowance may 
be made possibly for commissions that do not speak about 
property inventories but actually have thoughts about them. 
Even so, the silence is an indication that other matters have 
higher places in their thoughts. 


1 P.S. Com. of Missouri v. Kansas City P. & L. Co. (Mo.), 
30 P.U.R. (N.S) 193, 213 (1939). 
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the inefficiency of commission regulation 
more than the inefficiency of utility 
plant-development. 

In several cases the commissions clearly 
encountered shortages of plant capacity, 
but still ordered price reductions that 
quite clearly could not be reconciled 
with the demand-output disparity. These 
conditions, particularly in natural gas 
service, began to occur during the war. 
In these instances the commissions had 
opportunities to ask and deal with 
questions about optimum-plant capacity; 
but apparently nothing of this sort was 
done. Instead, the standard accounting 
procedure in reasonable earnings cases 
was followed, and a rate reduction usually 
was ordered. A primary part of these 
problems still was unsolved. The Utah 
Commission, saying more than most of 
them, did beg for further gas-field ex- 
ploration: 


“It appears from the evidence that in order 
for the customers of the company within . . . 
Utah to be secure in its future gas service, 
that it is highly desirable that the company 
develop new gas reserves as rapidly as pos- 
sible.”’'5 


In economic thought a demand-output 
disparity is a mark of inefficient use of 
resources; and it receives further atten- 
tion in the next section. 

Encountering shortages of plant capac- 
ity, commissions presumably should hold 
up the tradition of serving all who come 
and require companies to invest in 
additional plant capacity. Indeed, the 
commissions can study the need for 
plant capacity and participate in the 
choices of capacity limits. No such 
activity is revealed in this sample of 
decisions. They accept the explanations 
and await the discretionary choices’ of 
management. Only one commission 
decision is unfavorable to a company on 


18 Re Mountain Fuel Supply Co. (Utah), 75 P.U.R. (N.S) 52, 
55 (1948). 


this point. Dealing with a gas-manufac- 
turing company that did not have any 
apparent plan for plant additions, the 
Maine Commission said: ‘“The company 
should provide better protection to its 
customers in case of breakdown... 
These people have invested in gas-type 
heaters at considerable expense and they 
find themselves in a precarious situa- 
tion.”!® Then the Maine Commission 
withheld a rate-level increase until the 
capacity condition was corrected. 


III 


In the beginning this paper gives a 
meaning, an essentially functional mean- 
ing, to reserve-plant capacity. Then the 
commission experiences, or more literally, 
the absence of direct commission concern 
for reserve-capacity problems are classi- 
fied. Now the discussion returns to 
logical constructions of thought and be- 
comes a continuation really of the mean- 
ing of reserve-plant capacity. At first 
some general dimensions of efficient re- 
serve capacity, representing conceivable 
extensions of regulatory thought, are 
described. Thereafter, several conse- 
quences of commission behavior, pre- 
sented as logical extensions of the past 
decision patterns, are arranged to show 
some inadequacies of regulatory policy. 

Looking to an optimum use of resources 
and an optimum benefit-cost relation- 
ship, we should recognize that the 
amount of reserve-plant capacity is not 
without limitation. Put in another way, 
the installation of reserve capacity affects 
the objective of minimizing the total 
costs of public utility operations. Avail- 
ability and continuity of service are 
beneficial, but they also require resource 
allocations. And, in interrelationship, 
some benefits of plant availability and 
service continuity also take directly the 


16 P.U. Com. v. Bangor G. Co. (Me.), 74 P.U.R. (N.S.) 23, 
28 (1948). 
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form of cost economies, e.g., installation 
of reserve capacity so that, in break- 
downs, complementary equipment is not 
forced into idleness, or plant construction 
prior to consumer or community “de- 
mands,” so that investment costs are 
economized. Apart from these direct 
interrelationships, the basic problem 
concerns conflicting ends: minimized 
total costs or prices, and immediate 
service for all who are willing to buy. 
With enough plant capacity for some 
assurance of immediately available and 
continuous service (satisfaction of all 
who come to be served at the prescribed 
prices), the total costs are higher than if 
no reserve capacity is available. ‘This is 
a kind of regulatory problem in which 
both logical analysis and social evalua- 
tion can contribute to the solution. 

The choice between these conflicting 
ends is not a matter of excluding one and 
devoting attention wholly to the other, 
but is a problem about an efficient, 
“balanced” relationship. An extreme 
choice of no reserve capacity is not 
sensible because benefits surely can be 
conceived for some minimum plant 
availability and service continuity; simi- 
larly, the other extreme of unlimited 
reserve capacity (i.e., provision for all 
possible consumer demands and sources 
of service interruption) is insensible be- 
cause no significance is attributed to in- 
vestment and maintenance costs. Be- 
tween these extremities the ‘‘manager,”’ 
wanting to reach or approach a well- 
conceived solution, is confronted with 
multiple probabilities.!’ If, in the plan- 
ning, the cost-capacity relation is taken to 
be immediate and certain, probabilities 

7 This is not the place to write on the logically organized 
meaning of the probability concept. A comment beyond 
probability “theory” should be added, however: the case 
before us concerns what the men, involved in decision- 
making, think the probabilities are. 

18 Expressed in terms of a single “maximizing” decision, 


the increment in benefits, adjusted by the probability values, 
must exceed or equal the increment in costs. In formal 
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still must be assigned to various demand 
increases, community “needs,” weather 
effects on plant operation, and mechani- 
cal breakdowns. At the same time 
probable values are assigned to benefits 
from successive, manageable increments 
in plant availability and service con- 
tinuity. When the probability of ‘“dis- 
rupting” events or the probable values 
of benefits increase, the “manager” can 
justify further investments in extra plant 
capacity.!8 

The choice between the conflicting 
(though occasionally complementary) 
cost and service ends may be complicated 
further by the distribution of the costs 
and benefits. Beneficiaries of plant 
availability and service continuity may 
not be charged all or, in some instances, 
any part cf the costs. Plant provisions 
for anticipated demand increases are, in 
the customary accounting, costs for 
buyers who are already served. Such a 
cost distribution may cancel out partly 
in a continuing expansion where present 
buyers owe something to still earlier 
buyers. A more complicated incidence © 
of costs is illustrated by the fire-protection 
and community-expansion capacity of a 
water system. Affected by politics the 
assignment of these costs may be diverted 
away from property owners and toward 
more immediate water consumers. Simi- 
larly, consumer classes of a system may 
share costs of reserve capacity in ratios 
that are not proportionate to their bene- 
fits. These distributions of cost incre- 
ments relative to benefit increments are 
further and puzzling parts of the whole 
allocation problem. 


terms: ATCSATEB*P where ATC is the certain addition 
to total cost, ATEB is the expected (most probable )addition 
to total benefits, and P is the probability, as conceived by 


the decision-maker, that ATEB or more will occur. If the 
cost items are fragmented and if time variations and other 
conceivable considerations are introduced, a more complex 
statement of the relationship can be made but an important 
point, the probability adjustment or benefit expectations, 
remains. 
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Dependent on “authoritative” choices, 
the development of reserve capacity 
requires some one who can make deci- 
sions. Plant capacity, necessitating fore- 
thought and investment, is not something 
that follows as soon as reasoning is 
logically organized. In the public utility 
case of reserve-plant capacity a valuation 
must be placed on each conceivable addi- 
tion to plant availability and service 
continuity, probabilities of such matters 
as weather or mechanical disruptions 
and demand changes must be conceived; 
and plant costs, integrated with output 
prospects, must be projected. Basically, 
somecne must balance the alternative 
ends of minin.um tctal ccsts and service 
to all who are willing to buy. Consumers, 
expressing their demands for service, 
cannot be expected to attach much sig- 
nificance to plant availability even if they 
are among the primary beneficiaries. 
And the managers of utility firms, look- 
ing to profitability and security, seem 
likely to lean to the cost side of the 
choice, and modify the anticipated bene- 
fits of service availability and continuity. 


Established to be a thinking and re- 
viewing body between the extremes of 
buyer-seller acquisitiveness, a commission 
is capable of perceiving a more beneficial 
relationship of costs and reserve capacity 
than is available generally from private 
calculations. Perception of higher proba- 
bilities of plant capacity shortages, as- 
signment of higher values to _plant- 
availability benefits, a particular atten- 
tion to future community needs (e.g., 
fire-protection capacity), examination of 
consumer incidence of reserve-capacity 
costs—these are all ways in which a com- 
mission’s calculations can improve on 
private measurements. That these op- 
portunities for a broadly conceived effi- 
ciency of resource use are not embraced 
by regulators is plain enough from their 
decisions. Naturally, as property rights 
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stand now, commissioners cannot work 
independently of private controls, order- 
ing and achieving investments in reserve 
capacity as they choose. Nor should they 
disregard the managing abilities, the 
know-how of those who now run the 
enterprises. Yet a commission, wanting 
to work toward continuous service for all 
and having an interest in socially-con- 
ceived efficiencies of operation, can 
scarcely justify leaving choices of plant 
capacity exclusively in private hands. 
Dealing with necessary but unused 
plant capacity, a commission needs a 
special construction of an optimum re- 
source combination. Among economists 
the social optimum for a firm (or a group 
of firms, taken together) is stated com- 
monly as simply the factor combination 
for which average cost is at a minimum 
with a given plant. Yet, since this con- 
cept explicitly refers or can be inferred 
to apply to actual output, it is inadequate 
in a case of reserve-plant capacity. Ex- 
pected commonly to have some available 
plant whose use is associated with prob- 
able future events and benefits, a public 
utility firm does not operate at the point 
of lowest average cost with the given 
plant. Instead, the firm makes efficient 
use of available plant only when it plans 
to have decreasing average costs beyond 
the limit of actual output. That is, the 
extra plant capacity, having a relevance 
to future production and being separable 
in its functional character from the 
immediately productive plant, is not 
correctly turned into decreasing cost 
values which are used, in turn, toprove 
or infer an inefficient resource allocation. 
This distinction in decreasing-cost situ- 
ations, which is based on a distinction 
between actual and potential output 
or, what is more to the point, between 
immediately used and available plant 
capacity, can be illustrated with Figure 
1. Let AC, and AQC,, arranged as 
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simple continuous functions,'® repre- 
sent the average costs where two different 
amounts of plant capacity are given. 
Let AR represent, as a simplified and 
continuous demand function, the quanti- 
ties that buyers are willing to take now. 








Quantity 


Meaning to equate immediate consumer 
demand to minimum average cost, the 
commission seeks AR =AC, at Q,. But 


when service benefits are projected be- 
yond AR so that the probable values of 


service availability and continuity are 
recognized, a plant choice such as AC, 
becomes more efficient than AC,. In 
this case AR =AC,, above the minimum 
point on AC,, and actual or immediate 
production takes place under decreasing 
costs as this term is commonly conceived. 


Another point not to be missed in con- 
nection with Figure 1: the AC,, curve 
includes the costs of reserve-plant capac- 
ity—the largely fixed costs of maintain- 
ing a capacity beyond immediate needs. 
If this is not the case, then another AC 
can be conceived that does include these 
costs that occur at outputs prior to the 
minimum point of AC,. At the same 
time we should recognize that AC,, as it 
is conceived here, presupposes transfers 
of these costs to existing buyers. At Q, 


'? To approximate the real character of managerial (or 
regulatory) comprehension of cost behavior, I prefer a 
discontinuous rather than continuous cost function. This 
choice, being less familiar and requiring explanation, is not 
a “necessary” condition of the analysis here. 
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the reasonable total costs are a larger sum 
(and the reasonable price level is higher) 
than if the costs of reserve capacity are 
not assigned to present operations. When 
AR =AC, in the regulatory process, the 
firm “recovers” the reserve-capacity costs 
prior to full plant use. A commission 
can decide to defer these costs to later 
operating periods, and thereby affect the 
regulatory concept of the AC curve; 
indeed, an understandable social choice 
can be an assignment of some or all such 
costs to the consumers who are expected, 
as time passes, to benefit from service 
availability. Yet there is a large differ- 
ence between deferment of reserve-plant 
costs and a complete disregard or uncer- 
tain regulatory treatment of them. 


Although AR =AC,, in Figure I illus- 
trates the generalized equation of reason- 
able earnings, it does not deal with the 
optimum limit of reserve capacity. In- 
deed, a concept of optimum calculation 
of reserve capacity, affording an oppor- 
tunity in public utility regulation for 
marginal analysis, can be distinguished 
sharply from measurement of reason- 
able earnings. Meaning to eliminate 
monopoly profits and requiring serv- 
ice performance essentially on an “all 
or nothing” basis, commissions com- 
monly seek an equation of total cost 
and total revenue (i.e., they seek 
AC=AR, though the AC and AR are 
subject to special and even peculiar 
regulatory meanings). If the same 
thought pattern is followed for the reserve 
capacity, they want to equate the aggre- 
gate expected benefits (adjusted down- 
ward in probability terms as indicated in 
footnote 18) of this capacity addition to 
the aggregate additional costs. But this 
does not economize the investments in 
reserve capacity; and it does not econo- 
mize the costs that are charged to present 
consumers. The efficient limit is fixed by 
an equation of net marginal benefits and 
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marginal costs.° That is, apart from 
probability considerations, reserve capac- 
ity is extended so long as the successive 
net increments in total benefits exceed or 
equal the successive increments in total 
costs. 

The net benefits of successive, divisible 
increments in reserve capacity are related 
to the immediate price effects of reserve- 
capacity costs. This interrelation of 
costs and benefits is associated directly 
with the common pattern of reasonable 
earning control. Not only does reserve 
capacity require operation above the 
minimum average costs of a plant, but 
also the costs of this capacity are charged 
to immediate consumers. ‘Thus, as 
shown in Figure I, an increment in re- 
serve capacity puts the reasonable price 
level above P,. In so far as the demand 
is not perfectly inelastic, a price above P, 
means that some losses of benefits follow 
from curtailments of current consump- 
tion. Such benefits of foregone consump- 
tion are deductible from the aggregate 
benefits of an addition to available plant. 
Thus, when reserve-capacity costs are 
assigned to immediate consumers, the 
marginal benefits and marginal costs are 
interrelated and the optimum capacity 
is limited by regulatory practice. 

Neglecting the existence of reserve 
plant and missing consequently the fore- 
going characteristics of this special case 
of resource use, commissions can go on to 
make inefficient decisions about reason- 
able earnings. They can order price- 
level (earnings) reductions when demand 
increases are experienced and additional 
plant capacity is not installed immedi- 
ately. The demand increase or succes- 


20 Recognizing an uncertainty of benefits and making con- 
sequently an adjustment relative to the probabilities of 
benefit expectations, the decision-maker seeks an equation 
of MC=MB:Pp where MC is marginal cost, MB is an ex- 
pectation of net marginal benefits, and Ph is the probability 
that MB or more will occur. If an uncertainty is recognized, 
too, for MC, then the maximizing equation becomes 
MC:Pc = MB»Pb where Py is the probability that MC or less 
will occur. 


sion of increases may come so swiftly 
that, momentarily, the company cannot 
plan and carry out plant construction 
before the reserve capacity is reduced or 
even exhausted. Or the companies, as 
in a war period, cannot obtain additional 
equipment even if they are quite willing 
to invest in it. Guided by the immediate 
relationship of total cost and _ total 
revenue, a commission turns the utiliza- 
tion of reserve capacity into price reduc- 
tions and implicitly denies provision for 
service to ‘‘all who come.” 

When reserve capacities of utility 
companies were used up during the 
Second World War, commissions often 
ordered price reductions or customer 
rebates. Indeed, in the natural gas and 
telephone industries, as well as parts of 
the electric and other public utility in- 
dustries, demand at prevailing prices 
exceeded available supplies; yet price 
reductions were ordered with the result, 
presumably, that the demand-supply 
disparity increased. Taking a simple ac- 
counting perspective of reasonable earn- 
ings calculations, the commissions be- 
lieved that price levels (or simply earn- 
ings levels in the rebate cases) for public 
utility firms should be lower if the current 
or recent total revenue exceeded the 
current or recent total cost.2!_ The es- 
tablished pattern of earnings control 
was preserved. 

Not inquiring beyond an immediate 
cost-revenue relationship, a commission 
clearly can turn reserve capacity to the 
end of price reductions rather than 
service availability and continuity. If 
the plant capacity is given, selling prices 

21 Cf. City of Two Rivers v. Commonwealth Tel. Co. (Wis.), 
70 P.U.R. (N.S.) 5 (1947); Re Mississtsppi River Fuel Co. 
(F.P.C.), 63 P.U.R. (N.S.) 235 (1946); Re Michigan Bell 
Tel. Co. (Mich.), 62 P.U.R. (N.S.) 77 (1945); Re Arkansas P. 
@ L. Co. (Ark.), 55 P.U.R. (N.S.) 129, 174 (1944); P. S. 
Com. v. Springfield G. @ E. Co. (Mo.), 53 P.U.R. (N.S.) 95, 
104 (1944); Re Cities Service G. Co. (F.P.C.), 50 P.U. R. (N.S.) 
65 (1943); Detroit v. Panhandle-Eastern Pipe Line Co. (F.P.C.), 


45 P.U.R. (N.S.) 203 (1942); Detroit v. Detroit Edison Co. 
(Mich.), 59 P.U.R. (N.S.) 1 (1945). 
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are fixed, and demand increases are 
experienced, then changes in actual 
earnings are associated with increments 
in variable costs, particularly the in- 
crements in labor and raw material 
costs. The rate of change in output 
exceeds the rate of change in total costs 
(and this relationship can be expected 
commonly in the given-plant case), then 
the ATR>ATC and a commission, 
following an “immediate” accounting 
pattern, has a basis for an earnings and 
price reduction. _ 

At the lower prices the buyers, having 
presumably something more than a 
perfect price inelasticity of demand,”? 
eventually want to buy larger quantities. 
Then, either the company uses up more 
of the available reserve capacity or, 
lacking means of further production, it 
turns to expedient rationing. Later, the 
company may add reserve capacity in 
the interest of plant efficiency and service 
quality; if so, the ATC> ATR and the 
company can petition now for a rate- 
level increase. In short, the immediate 
character of commission calculations, 
the failure to look beyond the actual 
cost-output relationship gives a fluctuat- 
ing, essentially expedient, and insufficient 
economic pattern to earnings control. 


The cost-revenue character of these 
commission decisions is illustrated in 
Figure 2. AC, and AR, have the same 
meanings that they have in Figure I, 
and AR, represents an experienced in- 
crease in consumer demand. MC, ‘the 
short-run curve of marginal costs, is in- 
cluded so that increments in total revenue 
and total costs can be compared between 
the significant limits of output, Q, and 
Q;.?8 Starting with an initial equation 

22 After the decision is made to reduce prices, the sales may 
not change; and the demand may seem to be perfectly in- 
elastic within the limits of the price change. This condition 
which is altered as consumers eventually respond to the 
price change, can deceive the experience-minded regulators, 


Cf., “Demand Elasticity and Control of Public Utility 
Earnings,” American Economic Review, June 1948, pp. 373-375. 
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of AC, and AR, whereby the reserve- 
capacity costs are charged to the existing 
consumers, the commission chooses a 
single price or a price level of P,.2* Then 
the demand increases to AR;. At a price 
of P, the firm obtains an increment in 
total revenue: ATR,=P,-Q,Q.. Since 
P, exceeds both the AC and MC values 
between Q, and Q., the ATR, > ATC 
and the commission orders a price reduc- 
tion. Meanwhile, the firm experiences 
decreasing actual costs and has a smaller 
amount of reserve-capacity costs to 
“transfer” to immediate buyers. Even- 
tually, the commission’s choice of an 
“equilibrating” price and output are P, 
and Q;. And most of the reserve capac- 
ity is gone. 

Suppose that, after P,, is chosen, the 
firm adds plant capacity while AR, re- 
mains fixed. AC, shifts upward and to 
the right. With this change an incre- 
ment in total cost is experienced while 
the total revenue, P,-Q;, is unchanged. 
If the commission is willing to recognize 
the cost change, the price shifts upward. 
The new AC, is above the old AC,, the 
new price is above P;, and the new 
“equilibrating” output is less than Q. 
An illustration of price and output 
effects of commission control can be 
presented readily enough, but a change 
in commission practice (policy?) is some- 
thing else. 

When the problem concerns demand 
decreases, the foregoing effects of regula- 
tion relative to reserve-plant capacity are 


23 A fixed price, such as P, or P, in Figure 2, measures the 
increments in total revenue that occur under commission 
contro!. In terms of P; or P, of Figure 2 these increments are 
always above the marginal costs of output; and this may 
very well be the case in most earnings-control decisions where, 
as a common regulatory practice, the existing plant is 
treated as a given and non-variable fact. 

‘The AC curves, turning up sharply very near the 
“technical” limits of capacity, are drawn here (and in 
Figure 1, too) as though the public utility plant has a low 
adaptability to variable factors. These curves, representing 
my impressions of short-run cost behavior in some but 
scarcely all utility industries, are not based on factual studies. 
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reversed. Taking a strict AR =AC ap- 
proach and recognizing that a decrease 
in demand at a given price level means a 
proportionate decrease in total revenue, 
the regulator orders an increase in the 
price level. Just as increases in demand 
result, perversely, in price reductions, so 
decreases in demand are turned into 
price increases. Yet such regulatory 
effects in a depression raise questions 
about deflationary consequences. In 
any event there are political repercus- 
sions. While consumers do not object to 
price reductions in prosperous times, 
they are bound to speak out against a 
commission control that allows price 
increases as a depression deepens. Com- 
missions are not likely to grant many 
such price increases. If so, they regulate 
in an inconsistent manner, using the 
AR =AC rule one way in prosperity and 
another way in depression. This is too 
much a matter of catch-as-catch-can 
action. Unfortunately, commission treat- 
ment of reserve capacity, following the 
familiar view of “each case on its own 
merits,” has marks of expedient behavior. 


In a cyclical, dynamic situation the 
total revenue cannot always be equal to 
total cost if reserve capacity is to be a 
meaningful and respected condition of 
operations. A literal interpretation of 
AR =AC, as commissions express it in 
terms of current costs and revenues, is 
not defensible unless the regulators really 
want to arrange price changes inversely 
to demand, income, and employment 
conditions—inversely to the general, ag- 
gregative denominators of economic wel- 
fare. Respecting reserve capacity in the 
prosperity phase when demand increases 
are most probable, the commission al- 
lows TR> TC in varying amounts. And 
in the depression phase the TR <TC in 
varying amounts. Reasonable-earnings 
control, taking account of reserve-plant 
‘capacity, is not calculated for a single 
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year or cyclical stage, but is measured 
through cyclical stages and time, The 
prospect is a continuing calculation of 
reasonable returns—a long-period and 
somewhat indefinite rather than an im- 
mediate perspective. This is a place for 
a continuous, basically experimental pat- 
tern of control rather than persisting 
illusions that a final and precisely fair 
amount of earnings always can be ascer- 
tained right now. 


Much of the preceding analysis sug- 
gests clearly enough, furthermore, a re- 
lationship between investments in reserve 
capacity and the pattern of earnings 
control. Obviously the reserve capacity 
is not achieved unless the private firms 
make investments. And willingness to 
invest in such plant capacity is related 
surely to prospects of net revenue, i.e., 
the probable permissible prices of the 
regulators as well as the prospective con- 
sumer demand and cost functions. An- 
ticipating P, of Figure 2 (or something 
near P,) as plant capacity is planned and 
expecting to maintain some minimum 
amount of reserve capacity (perhaps the 
Q,Q; quantity of Figure 2), the company 


Figure 2 








Quentity 


scarcely feels rewarded when, before 
-attention is given to probable demand 
‘decreases in a later economic stage and to 
a minimum reserve capacity, the price 
‘level is cut to Py». 

Experimenting or projecting the proba- 
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bility of such commission behavior, a 
company has reason to believe that the 
commission is taking advantage of the 
immediate AR=AC relation. If no 
attention is given to the need for TR> TC 
in prosperity, then a relation of TR <TC 
can be inferred as a prospective, tolerable 
regulatory condition in depression. The 
managers doubtless make allowances, too, 
for the strong and somewhat irrational 
resistance that commissions show from 
time to time toward price increases. In 
this environment a company has reason 
to hesitate as it contemplates reserve- 
capacity investments. All in all the com- 
pany may conclude that, under a strictly 
inforced AR =AC rule, the best arrange- 
ment is a scarcity of plant capacity. 
Further limitations of investment may 
occur beyond public utility industries 
when a simple form of the AR =AC rule 
is used. At times the construction of 
industrial plants can be affected by the 
availability of water, electric, and natural 


gas service. Lacking basic equipment or 
not making extensions of distribution 
lines, public utility industries may limit 
even more the investments in housing. 
Construction of homes, particularly in 
suburban areas, is quite closely associated 
with availability of electric and water 


service. Reserve capacity of public 
utility plants, having a direct but not 
commonly a great bearing on aggregate 
investment and employment, affords a 
broad range of possible efficiency cal- 
culations for commissioners. 


IV 


Following a customary and, in some 
measure, a necessary pattern of behavior, 
commissions scarcely ever give direct at- 
tention to useful property except as 
critical cases arise. They become dis- 
turbed about plant-capacity ‘shortages 
after the shortages are common knowl- 
edge; penetrating study of significant 
shortages is not yet a distinguishing mark 
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of regulation. In most instances, the 
commissions, keeping a close focus on 
immediate accounting data and bound 
tightly to a “current-event” interpreta- 


-tion of the AR =AC rule, handle earn- 


ings control in such a way that reserve- 
plant capacity implicitly has no regula- 
tory significance at all. This is another 
manifestation of experience as the true 
guide, and neglect or abhorence of 
logical construction of thought; the man 
of judgment and authority rather than 
the expert and studious man formulates. 
the policy. 

Failing to consider the meaning of 
useful property and passing over logical 
projections of their decision patterns, 
commissions are able to contribute di- 
rectly to inefficient uses of resources. A 
benefit-cost relationship is basic in this 
allocation problem. And, in so far as 
private management makes the primary 
choices of plant capacity, the end of cost 
minimization probably is emphasized. 
While commissions, looking to social 
benefits of plant availability and service 
continuity, can perceive more efficient 
limits of resource use than private firms 
can, their behavior shows scarcely any 
tendencies in this direction. Indeed, they 
are likely to have negative effects. Neg- 
lecting cost characteristics of reserve 
capacity and adhering in any case, to a 
simple meaning of the AR=AC rule, 
regulators can order price reductions as 
demand increases occur. Such a simple 
pattern of earnings control can dis- 
courage further investment in reserve 
capacity. Guided by immediate cost and 
revenue experiences, commission control 
can create shortages of output capacity, 
thwart even a restricted private attention 


to the community and consumer services 


that follow from plant availability and 
service continuity, and be _ responsible 
for some inefficiencies of resource use in 
public utility industries. 





The Process of County Planning 


A Case Study of Henry County, Indianat 
By STEPHEN C. SMITH* 


Blas experience of Henry County, 
Indiana! emphasizes the importance 
of planning as a process of public action. 
People have been organized around a 
set of public problems for the purpose of 
acting upon them. The citizens of the 
county have not made, nor asked some- 
one else to make, A PLAN. Thought, 
people, and action have been arranged so 
that people think in acting to control the 
consequences. This has meant a multi- 
ple attack upon their problems by the 
County Planning Commission. 

The intent in this paper is to point out 
the manner in which this planning 
process has been carried on. Four ele- 
ments stand out: (1) The continuing 


pressure of certain ‘“‘leading ideas” marks 
the direction of their activities. (2) 
Variance zoning has functioned as an 
effective operating tool of a commission 


having the power to act.? (3) The im- 
portance of research and of organized 
thinking concerning their problems has 
resulted in their involvement into a wide 
variety of programs—which means they 
have recognized many of their difficulties 
as solvable problems. (4) Throughout, 
the tone of democratic intent prevails. 
Locally the belief often finds expression 
that the only way plans can be enforced 
and carried out is for the people to be 
active participants in the process and to 


* Department of Agricultural Economics, University of 
Wisconsin. 

t The following sources have provided the information 
used in this paper: Minutes of the Henry County Planning 
Commission; Mr. W. G. Smith, Henry County Extension 
Agent and Secretary of the Planning Commission; Mr. Sam 
Stout, Building Commissioner; State of Indiana Economic 
Council (map of Indiana showing counties with ordinances), 
A Manual of Planning Legislation and Procedures in Indiana, by 
Mrs. Teresa Zimmerly, Community Planning Legislation, 


recognize their new rights and duties. 
But the maintenance of flexible action 
frequently is perplexing as property 
rights are built into the plans as of any 
moment of acceptance. This holding of 
public responsiveness is one of the most 
difficult phases of democratic planning 
and only time will tell how successful 
they have been.* 

“Leading ideas” and their effective 
communication into action form an im- 
portant part of the planning process. 
Originating in a nebulus of social 
thought, they frequently defy the attempt 
to locate their birth place. However, 
they soon find sponsorship among the 
leaders of the group. At this stage lead- 
ing ideas begin to control action and to 
form the core around which develop- 
ments are shaped. For them to be fully 
effective in a democratic society, how- 
ever, an origin is required in the senti- 
ments of the people, and the ideas benefit 
from the maturing process of public ac- 
tion and reaction. Tracing the develop- 
ment of these leading ideas is an effective 
aid to social analysis which has not been 
fully exploited. 

Zoning by variance is somewhat 
unique to Henry County’s planning. 
Land use was frozen into its existing 
pattern by ordinance with adjustments 
being compelled to come before the 
Bulletin No. 8: Attorney General’s Office, State of Indiana. 
The author wishes to acknowledge his thanks to all those 
with whom this material was discussed. 

1 Henry County is located in east-central Indiana. New 
Castle, its county seat, has an estimated population of 20,000. 

2 Variance zoning consists in the granting of a variance 
right so that an action may take place in variation to the 
zoning ordinance. 


? Local opinion still feels the matter of public participation 
is their weakest link. 





miss! 
in s 
Cou! 
ever. 
from 
incre 
conse 
manc 
table 
attra 
locat 
tice | 
the « 
River 
these 
Anotl 
the il 
phase 
from 
of the 
indus 
of thi 
izatio 
which 

Th 


count 


cial 
mpt 
ver, 
the 
ad- 
1 to 
lop- 
ully 
Ow- 
nti- 
efit 

ac- 
lop- 
tive 
een 


rhat 
ing. 
ting 
ents 

the 


liana. 
those 


New 
),000. 


fiance 
othe 


yation 


COUNTY PLANNING 163 


commission to obtain a variance permit 
to the original ordinance. As a method 
of operation until a master plan and 
permanent ordinance could be worked 
out, to give the leaders experience in land 
use control, to confront the citizens of 
the county more sharply with their prob- 
lems so that they could become a creative 
part of the process, variance zoning has 
functioned with considerable success. 

In addition, the broad view which the 
County Planning Commission encom- 
passes makes possible the dealing with a 
composite of interrelated problems denied 
to merely a zoning function. Thus the 
approach becomes positive, not negative. 
A developmental program expanding 
the opportunities of the people through 
democratic control becomes feasible. 

Henry County’s leading ideas were 
maturing before the birth of the Com- 
mission. They found partial expression 
in several years’ experience with the 
County Land Use Planning work. How- 
ever, the benefits which could be derived 
from a positive action program became 
increasingly evident. Concern for water 
conservation was a major factor de- 
manding attention. The county’s water 
table had been dropping at a rate which 
attracted notice. Further, the county’s 
location made it an ideal place to prac- 
tice head-water flood control because of 
the origins of Blue River and White 
River. Also, major tributary creeks to 
these and other rivers start in the county. 
Another aspect of the water problem was 
the ill-engineered drainage pattern. This 
phase of the water situation originated 
from the ditching completed at the turn 
of the century, and stream pollution from 
industrial plants provided a third part 
of this difficulty. Thus, a local organ- 
ization with official status was desired 
which could start action. 

The increased urbanization of the 
county called for control which the 


Cities could not provide. Availability of 
industrial employment in the county 
seat, New Castle, as well as in many 
other cities within a radius of sixty miles, 
had resulted in an expansion of rural 
nonfarm residents and city growth. 
Problems of planning for the county’s 
orderly development so that the changes 
in rural land use would cause the least 
community maladjustments were immi- 
nent. There was the desire to move 
systematically from farming to non- 
agricultural uses via the less productive 
farm lands. Adding to these tensions the 
city of New Castle established a Plan 
Commission with the possibility of causing 
a disorganized condition between the 
planned city and the unplanned county. 
Thus the county leaders worried about 
the city throwing the whole low-cost 
housing burden upon the county by 
having a better political bargaining 
forum and by having an effectively 
organized policy in the city. 

The Land Use Planning Committee 
did not have the ability to meet these 
problems in the first instance. Besides, 
its planning work had come under heavy 
fire and had been abandoned at the 
federal and state levels. This situation 
required alternative modes of action. 

On December 29, 1943, the Henry 
County Land Use Planning Committee 
called a meeting to discuss drainage laws, 
to talk over postwar plans for Henry 
County agriculture, to consider the 
appointment of a county planning com- 
mission under the 1935 Acts, and to con- 
template the establishment of a county 
conservation district. Positive recom- 
mendations were passed in relation to 
drainage and postwar planning but in a 
sense they depended upon the Planning 
Commission to aid in their execution. 
A sub-committee was appointed to in- 
vestigate the organization of a county 
planning commission. 
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This study continued until March 31, 
1944, with the submission of a favorable 
recommendation. The subcommittee 
surveyed the enabling legislation and 
obtained the cooperation of the New 
Castle Planning Commission and the 
County Farm Bureau in attempting to 
see the best course of action. The Farm 
Bureau sponsored a meeting to discuss 
county planning and to find a wider ex- 
pression of opinion and support. At- 
tendants at this meeting, March 9, 1944, 
included a broad cross section of county 
leadership.‘ A motion passed to “express 
favorable interest in the appointment of 
a commission and to direct the com- 
mittees to make further studies.” 

On March 31st the township repre- 
sentatives of the Henry County Land 
Use Planning Committee received the 
favorable report of the subcommittee. 
The Committee recommended to the 
county commissioners the appointment 
of a county planning commission. 


The legislation under which the pro- 
posed commission was to be organized 
passed the Indiana Legislature in the 
Acts of 1935, Chapter 239, page 1239. 
Provision is made for the County Com- 
missioners to appoint at least six mem- 


bers to a Planning Commission.’ Ac- 
cordingly, it will be the “duty of the 
County Planning Commission to make 
and adopt a master plan for the physical 
and economic development of the 
County,” in accordance with the general 
welfare criteria. The Commission shall 
have the power to make studies and 
recommendations and to cooperate with 
other agencies to afford “abundant op- 
portunities for the proper utilization of 
natural resources and the talents and 

‘ Represented at this meeting: Henry County Land Use 
Planning Committee, township trustees, township Farm 
Bureau chairman, the County Commissioners, the County 
Council, the County Attorney, the County Surveyor, the 
Mayor of the City of New Castle, the City Engineer of New 


Castle, the chairman of the New Castle Chamber of Com- 
merce, the Chairman of the New Castle Planning Commis- 
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ability of all individuals in a manner 
profitable to each; and in order that the 
people of the county and the State of 
Indiana may realize the greatest possible 
benefit from the natural, agricultural, 
industrial, and other resources of the 
county and state, including minerals, 
soils, lands, forests, . . . mechanical in- 
dustry, wholesale and retail trade, .. . 
as will tend to reduce the wastes of 
physical, financial, or human resources.” 

To give the Commission power it may 
submit an ordinance to the county com- 
missioners “for the purpose of carrying 
out the master plan or any part thereof, 
including zoning and land use regula- 
tions, the making of official maps. . . 
and regulations for the conservation of 
the natural resources of the county, .. . 
and including procedure for appeals 
from decisions made under the author- 
ity of such ordinances and regulations.” 

To this plan and ordinance county 
officials are held accountable unless 
public exceptions are filed. Under these 
provisions wide latitude is available and 
has been upheld by the Indiana Supreme 
Court in Board of County Commis- 
sioners v. Sanders (1940), 218 Indiana 
43 or 172 NE 312. 

By appointment of the county Com- 
missioners the first meeting of the Henry 
County Planning Commission was April 
28, 1944. Since the authority under the 
statutes was broad, the commission pro- 
ceeded with the understanding that, if 
their work was to succeed, they would 
have to learn slowly their new role of 
being an authoritative planning agency. 
In a sense, five years later the process of 
learning was still going on, for no master 
plan or permanent ordinance has been 
sion, the County Superintendent of Schools, and the County 
Agricultural Extension Agent. Thirty-seven people attended 
the meeting. 

5’ Membership: one from the County Commissioners, the 
County Surveyor, four other members, and the County 


Agricultural Extension Agent and one from the city or 
town Planning Commission, if any. 
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enacted. However, the commission has 
been very active as the subsequent dis- 
cussion will indicate. 


In the transition from land use plan- 
ning to county planning, the former 
furnished a basis for the latter. The 
ideas of the county’s problems were 
being formulated during the earlier 
period. Many of the same men were 
involved in both so that a group of 
county leaders had their problems well in 
mind and were accustomed to thinking 
in county-wide terms. Thus, the leader- 
ship of the county took the new step 
receptively. 

Frgm the time of establishment, April 
28, 1944, to June 1, 1945, discussion 
proceeded concerning the duties and 
responsibilities of the Commission. Meet- 
ings with members of the staff of the 
State of Indiana Economic Council, with 
people from other counties operating 
under the same law, with officials from 
the city of New Castle, and other persons 
who could contribute to their under- 
standing, provided the basis for working 
upon Ordinance No. 1. In addition, 
the members of the Commission read 
widely in the field of zoning and plan- 
ning. The drafting proceeded with a 
back-and-forth flow of ideas between 
members of the Commission and the 
County Attorney. 


The feeling was paramount that a 
hurried master plan and _ ordinance 
should not be drawn, for “the controls 
are enforced by the people” and they 
must be aware of their actions.* There- 
fore, the desire was to “freeze” the 
present pattern of land use. Conse- 
quently changes in land use would be 
forced to come before the Commission 
for decision. The result of this process 
was to aid the people in knowing the 


‘This view was expressed by various members of the 
Commission. 
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potentialities of their new rights and 
duties. The ordinance is “for the purpose 
of promoting . . . general welfare ... by 
prohibiting the erection, construction, 
alteration or use of buildings or struc- 
tures, the use of land for any commercial 
business or industrial purpose in residence 
and farming districts, and for specified 
industrial purposes at any location unless 
approved by the County Planning Com- 
mission.” To spell out this freezing, the 
ordinance states that in the residence 
district ‘no building shall be erected, 
altered, . . . or land be used . . . un- 
less otherwise authorized by the Henry 
County Planning Commission, except 
for one or more of the following specific 
purposes: (1) Dwellings for one family; 
.... (7) Commercial, industrial or 
business enterprises subject to the ap- 
proval of the Henry County Planning 
Commission.” Building restrictions as 
lot sizes, set back lines, and other such 
requirements apply. 


In order to control the spreading 
urbanization and to protect the general 
welfare “in the agriculture, livestock and 
poultry farming district, no building or 
premises shall be used .. . except for 
. . . (1) Farming or truck gardening .. . 
(2) Animal farms . . . (3) Poultry farms 
. . . . (5) Home Occupations .. . (6) 
Single family dwellings; but where such 
dwellings would have a value less than 
$1,500.00, on completion thereof, (ex- 
clusive of value of land and accessory 
buildings), or where buildings other than 
single family farm dwellings are desired to be 
constructed, erected or used in this district for 
the purpose of human habitation or any accessory 
buildings thereto, a permit shall be required, 
but shall not be issued until the issuance thereof 
has been first approved by the Henry County 
Planning Commission. [Italics added] . . . . 
‘No land use other than for agriculture, 
home, or non-commercial occupation 
purpose, shall be permitted in this district 
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without the approval of the Henry 
County Planning Commission.” 
Enforcement is through the issuance of 
building permits and use permits. How- 
ever, “‘in the cases of unnecessary hard- 
ship, [the Commission may] make ex- 
emptions from the application of this 
Ordinance in harmony with the general 
purpose and intent of this Ordinance 
and in accordance with the following 
rules: 
“No variation in the application of the 
provisions of this Ordinance shall be made 
concerning the use of land, . . . unless after 
public hearing the County Planning Com- 
mission shall find that such variation will not: 
**(1) Impair an adequate supply of light and 
air to adjacent properties; 
(2) Increase the hazard from fire . 
(3) Diminish the value of land . . . 
(4) Increase the congestion or 
hazards .. . 
(5) Otherwise impair the public health, 
safety, comfort, morals, and general welfare 
of the inhabitants of Henry County, Indiana.”’ 
This brief summary of the ordinance 
indicates the broad power of freezing 
land use and then providing the means 
for rationing out property rights to con- 
form with a public idea through the 
power to issue variances. Interim opera- 
tion has proceeded upon this basis. 
Public hearings and newspaper pub- 
licity preceded the passage of the ordi- 
nance by the county commissioners. A 
large proportion of the county leaders 
were aware of the new ordinance, but 
general public knowledge was lacking. 
However, as the first month of operation 
brought cases before the Commission, 
the process of public recognition and 
reaction began. The first case, July 6, 
1945, concerned the performance of a 
medicine show in a residential area. The 
householders were sustained with the 
suggestion that the show operate by 
variance in the Old County Fairground, 
it being somewhat more isolated, until 
permanent space for such land use could 


traffic 
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be provided. The pattern of forcing 
Commission decision and action was 
thus begun, for each subsequent show 
would have to get a new permit. The 
orderly provision of alternatives for action 
became part of their policy, rather than 
the setting down of blanket prohibition. 
The citizens were learning their rights 
in the Commission and, by being forced 
to decide the problems as they arose, the 
Commission was developing democratic 
control. 

Another case illustrates these two 
phases of the Commission’s experience. 
Two men wanted to open a_ horse 
slaughter house in the country. Follow- 
ing the usual Commission procedure, 
letters were mailed to all neighboring 
property owners of the space in question. 
No objection was raised. Since all other 
requirements of the Commission had 
been met, the operators were allowed to 
proceed on a contingent basis. However, 
within three to four months after opera- 
tions began, complaints poured into the 
Commission. Again the people were 
becoming aware of their potential rights 
in the planning organization. 

Formal action before the Commission 
stated, among other things, that mal- 
odors emanated from the premises, that 
the animals were not properly cared for, 
that blood and other liquid waste stood 
in large pools about the building and 
drained into an open ditch, that solid 
waste was collected in large open barrels 
for weekly disposal, that no_ screens 
covered the doors or windows, and that 
the infestation of flies was extreme. 
Subsequent to these allegations an in- 
vestigation was held. In this it is im- 
portant to note that the Commission 
was learning to control. They requested 
the State Board of Health to make the 
inquiry and to submit recommendations 
for the operation of the business so that 
it would not be a public health hazard. 
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Following these recommendations the 
firm made half-hearted attempts to 
comply with the State Board of Health 
standards. After approximately a year 
and a half, the business ceased operation. 
From this experience the important 
precedent for using technical help out- 
side the Commission membership com- 
menced. The policy was established that 
no permit be issued which involved a 
question of public health without first 
obtaining the recommendation of the 
State Board of Health. 

Cooperation with other agencies also 
prevailed in many fields. For instance, 
no major land use change would be 
allowed within a two-mile radius of New 
Castle without the approval of their 
Commission and engineer as a condition 
of county acceptance. 

As control and public awareness are 
phases of the same thing, procedures were 
started to give notice of the ordinance 
and its operation to strategic individuals. 
Consequently, copies were mailed to the 
following groups in the county: lawyers, 
lumber dealers, realtors, judge, banks, 
building and loan associations, and the 
county offices. In addition, when vari- 
ance cases come before the Commission, 
all the property owners neighboring the 
questioned area, receive written notice. 
For re-zoning an area, newspaper pub- 
licity becomes an added part of the 
procedure. As 116 cases involving most 
of the county have been acted upon by 
the Commission, the problems thus have 
been defined and, in the process, public 
responsibility has been increasing.’ 

Operating a zoning ordinance is but 
part of the task of land use planning. Yet 
to do it effectively a whole complex of 
intertwined social problems must be met 
and studied. In its origin, the Com- 
mission had the wider view. Thus, the 


7 Three hundred sixty-eight building and use permits have 
been granted. R 
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question of the county’s water supply 
was undertaken. Embarking upon this 
served the complementary functions of 
further publicizing the activities of the 
Planning Commission and _ obtaining 
data relevant to the activities of planning 
(roads, forests, land use practices, general 
water conservation, dam site locations 
and other public concerns) by bringing 
together technical agencies to furnish 
specialized aid. 

Following considerable educational ac- 
tivity in the public schools and in the 
county newspapers about water con- 
servation, the Commission held a meet- 
ing of “‘strategic” officials with the aid 
of the local Farm Bureau. The basis for 
determining the “‘strategic”’ classification 
was that each individual should repre- 
sent an action agency, public or private. 
The out-of-county guests included mem- 
bers of the Division of Water Resources, 
the Indiana Department of Conservation; 
State and District representatives from 
the Soil Conservation Service of the 
U.S.D.A., the Indiana Soils Survey, the 
State Highway Commission, Indiana 
Flood Control and Water Resources 
Commission, the United States Army 
Engineers Corps; and members of the De- 
partment of Engineering, Purdue Uni- 
versity. Members of the County Plan- 
ning Commission first aired Henry 
County’s problems; then each of the 
afore-listed agencies stated its functions 
and what it could contribute in the way 
of technical aid to the county. Commit- 
ments following the meeting resulted in 
a survey of the county’s forest land, a 
road survey, a reconnaissance soils survey, 
and a report on the water problem. 

These illustrate only a portion of the 
research programs in which the Com- 
mission played a role, in both initiating 
the projects and benefiting from the 
results. The Bureau of Agricultural 
Economics of the U.S.D.A., in coopera- 
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tion with Purdue’s University Depart- 
ment of Agricultural Economics, con- 
ducted a rural organization study in the 
county. Although not directed toward 
the solution of their immediate problems, 
much of the data could serve a double 
function and be used by the Commission 
and the technical researchers. In addi- 
tion, the Inter-governmental Relations 
Council, operating under a grant from 
the Spillman Foundation, made several 
studies of their government and provided 
much useful material. 

In addition to using these outside 
agencies to :upply required information, 
members of the commission continue de- 
tailed studies of the county. A special 
county-city committee studied the fringe 
area of New Castle, and another com- 
mittee worked on the location of areas for 
waste disposal. Although all these in- 
vestigations have been helpful, the re- 
search problem has been one of their 


most difficult. It may be improved when 
the stage of hiring a full-time office staff 
has been reached. 

The listing of these research activities 
shows the complexity of the problems 
and the amount of information required 
to make adequate judgments for public 


action. The Commission has had the 
power to act and to initiate a program. 
Many people have worked on _ these 
county problems, thereby giving these 
difficulties meaning to the citizens. 
Three other positive activities of the 
Commission include: (1) The establish- 
ment of the first of several county-city 
dumps to serve both rural and urban 
people. (2) Cooperation with the city of 
New Castle which has resulted in several 
joint meetings of the planning commis- 
sions of both governmental units. A 
member of each sits regularly with the 
other commission. (3) Township com- 
mittees which have been organized in 
the thirteen townships. The purpose of 
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these committees is to survey the prob- 
lems of the township and report back to 
the Commission. In the case of the one 
in the township which contains New 
Castle, considerable effort has gone into 
their fringe report. The other township 
committees have not been as active. 
However, to a considerable degree the 
success of the whole program may hinge 
upon the way in which these committee- 
men serve as local leaders. Part of their 
activity will be to play a prominent role 
in the completion of the permanent 
ordinance and master plan. Further, 
the idea is being passed around that it 
might be wise to have them partially 
responsible for ordinance enforcement. 
In any event, they are potentially a very 
important link in maintaining a re- 
sponsive public planning process. 

To date, the Planning Commission has 
been acting in the dual legislative and 
judicial capacity. This practice has wide 
precedent but authoritative opinion 
frowns upon the procedure. Although 
they know of the possible short-comings 
of the practice of being both the Plan- 
ning Commission and the Board of 
Appeals, it was the feeling that as a 
planning body they should thoroughly 
understand the problems as they arose. 
Since these difficulties would come to 
the attention of the Board of Appeals, 
they decided that for the interim period 
it would be better to act in both capaci- 
ties. The desired consequences have 
come from following this procedure, plus 
the starting of many valuable precedents 
for future action. 

Passing a permanent ordinance and a 
master plan are large issues in the im- 
mediate future of the Commission. This 
new ordinance will operate under the 
new Enabling Act of 1947. The 1947 
Act is longer than the one of 1935 and it 
sets out the procedures of operation more 
clearly in the hope that there will be less 
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floundering by new commissions. The 
powers conferred under this law are 
fairly broad. The master plan which 
shall be made may include, among many 
other things, “factors which are a part of 
the physical, economic, or social situation 
within the county.” Under the zoning 
authority the following appears: 


. . . general public welfare may be promo- 
ted; and that the object of this legislation, as 
set out in Section I of this act, may be further 
accomplished, . . . the board of county 
commissioners shall have the following 
powers: .. . 


(3) To regulate and determine the use and 
intensity of use of land and lot areas. 


(4) To classify, regulate and restrict the loca- 
tion of trades, callings, industries, commercial 
enterprises and the location of buildings de- 
signed for specified uses. 


(5) To classify and designate the rural lands 
amongst agricultural, industrial, commercial, 
residential, and other uses and purposes. 


(6) To divide the city or county into districts 
of such kind, character, number, shape and 
area as may be deemed necessary to carry 
out the purposes of this section.” 


The procedural aspects of the new act 
should serve the intended guiding func- 
tion. But the interpretation which will 
be given to the first sentence of the law 
in the Statements of Intent, Section 1, 
may limit its scope for adequate land 
use planning: “That each city council, 
and town board of trustees and each 
board of county commissioners in the 
State may by ordinance create a plan 
commission in order to promote the orderly 
development of its governmental units and its 
environs.” (Italics added) May the 
Planning Commission do anything which 
does not come within the scope of this 
sentence? Under the authority to zone, 
the meaning appears clearer and has 
official interpretation. Yet one wonders 
how far a county could go, if the people 
were willing, with the power “to regu- 
late and determine the use and intensity 
of use of land and lot areas.” 
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In any event, new ordinances are 
being drafted in accordance with the 
1947 Enabling Act. At the present 
stage of development Henry County’s 
new ordinance draft more clearly defines 
the use districts as a means for providing 
more adequate control. With this, a 
dependence upon variance zoning will 
be diminished. The pattern which they 
plan to follow in adopting the new ordi- 
nance and maps calls for public hearings 
in each township with the township com- 
mittees playing a key role. 

The members of the Commission see 
many problems to work upon. ‘These 
include further school consolidation and 
better school location, road planning, 
designing a better county drainage sys- 
tem, providing improved outdoor recrea- 
tional areas within the county, comple- 
tion of the waste disposal project, loca- 
tion of flood control and _ reservoir 
structures, a program to stop stream 
polution, the establishment of county 
forest areas, plus the development of 
present activities. Such programs in 
combination with zoning make for more 
complete land use development rather 
than just land use restriction. Zoning is 
so intimately connected with these other 
activities that concentration upon it 
would be one-sided and possibly in- 
effective. 

In sum, (1) the leading ideas which 
carried over from the old county-land- 
use-planning days have come to function 
in a County Planning Commission which 
has the power to act and which has 
acted. These ideas have been carried 
forward by a group of county leaders who 
have an understanding that leading 
ideas work to control only to the extent 
that they are widely diffused and ac- 


8 As of July 1, 1949, seventeen counties have planning 
commissions in various stages of activity. Residents in 
counties quite similar to Henry County state they have 
no problems for a Commission to work upon. Such state- 
ments illustrate what Henry County’s leading ideas have 
done for it. 
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cepted. (2) Variance zoning served a 


valuable function in the process of 
learning to control. It is surrounded by 
dangers of arbitrariness, but to the ex- 
tent that the leading ideas are predomi- 
nant, these pitfalls are greatly lessened. 
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(3) The leading ideas were alive to the 
problems facing the people. Narrow 
concepts of restrictive zoning were by- 
passed for expansive concepts of enlarg- 
ing the general welfare by planning solu- 
tions to some of their difficulties. 





The Corvallis Land Classification Conference 
By DAVID WEEKS, * KARL S. LANDSTROM,¢ and C. V. PLATHt 


Al the Gearhart, Oregon meeting of 
the Western Farm Economics Asso- 
ciation in 1946, three papers were pre- 
sented descriptive of or having an im- 
portant bearing upon the economic clas- 
sification of rural agricultural land in the 
state of Washington.! The implications 
were that the techniques used in Wash- 
ington might have wide application in 
the western states for many purposes. 
The time available at the Gearhart meet- 
ing for the discussion of these papers was 
too short for exploring the general ap- 
plicability of the Washington techniques. 
An invitation by Oregon State College 
made possible a resumption of these 
discussions at Corvallis, Oregon, on 
November 29 and 30, 1948. Representa- 
tives from four western states and Canada, 
24 in all, were present. At the close of 
the conference, a committee was ap- 
pointed to summarize the results of the 
discussions. This paper is the report of 
that committee.? It represents a sumi- 
mary of many points of view, some of 
which differed sharply and were not 
necessarily resolved at the conference. 
The sessions were conducted as open 
forums with no formal papers presented. 

The scope of the Corvallis conference 
was limited, generally, to the classifica- 

* Professor of Agricultural Economics, University of 
California. 

t Land Economist, Bureau of Land Management, United 
States Department of the Interior. 

t Associate Agricultural Economist, Oregon State College. 

1B. D. Parrish, “Definitions of Land Classes and Methods 
Used in Mapping,” Proceedings of the Western Farm Eco- 
nomics Association, June 26-27-28, 1946, pp. 43-46; Arthur 
W. Peterson, ‘Statistical Description and Analysis of Data 
by Economic Land Use Class Areas,’? Proceedings of the 
Western Farm Economics Association, June 26-27-28, 1946, 
pp. 47-60; and Orlo H. Maughan, “Credit Experience and 
Land Class,” Proceedings of the Western Farm Economics 
Association, June 26-27-28, 1946, pp. 61-68. 


?The Committee acknowledges the contributions of the 
members of the entire conference. The opinions expressed 


tion of rural agricultural land according 
to economic characteristics. The discus- 
sion touched upon definitions, impor- 
tance, techniques, and appraisal of tech- 
niques of economic land classification. 
More specifically, those present wanted 
to know if there was an important need 
for the type of land classification typified 
by that used in the state of Washington. 
Furthermore, they wanted to know if the 
procedures of that program were ade- 
quate for general application. It was 
important, therefore, to view the Wash- 
ington objectives, criteria, and procedures 
against the background of changing atti- 
tudes toward, and experiences in, eco- 
nomic land classification. The con- 
ference was a recognition by western 
professional groups of the necessity for 
reorienting their activities. 
Development of procedures, techniques 
and criteria in land utilization research 
in which economic land classification has 
played a predominant role has been re- 
viewed and summarized by various 
writers.* The most comprehensive sum- 
mary of objectives, uses, and techniques of 
land classification (including economic 
land classification) as it had developed 
through the 1930’s is the one compiled 
and published in 1941 by the Land Con- 


by the members largely represented personal views, not 
necessarily the official views of their respective employers. 

3 Advisory Committee on Social and Economic Research 
in Agriculture, J. D. Black, ed., Research in Agricultural Land 
Utilization—Scope and Method in Social Science Research Council. 
Bul. No. 2, New York, June, 1931; Leonard A. Salter, Jr., 
A Critical Review of Research in Land Economics (Minneapolis: 
The University of Minnesota Press, 1948), pp. 139-145; 
M. M. Kelso, Major Trends in Land Utilization Research in the 
United States (U. S. Department of Agriculture Address, 
Annual Meeting of the New England esearch Council on 
Marketing and Food Supply, Boston, Mass., April 23, 1941); 
and University of Missouri, College of Agriculture, The Clas- 
sification of Land; Proceedings of the First National Conference on 
Land Classification. Mo. Agr. Exp. Sta. Bul. 421, Columbia, 
1940, 334 p. 
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mittee of the National Resources Plan- 
ning Board.‘ After examining 75 repre- 
‘sentative investigations in which land 
classification techniques had been used, 
the Land Committee found that land had 
been classified on the basis of five groups 
of attributes; namely, in terms of (1) in- 
herent land characteristics, (2) present 
use, (3) use capability, (4) recommended 
use, and (5) program effectuation. Use- 
capability classifications, having either 
an explicit or implied economic orienta- 
tion, was of most immediate concern to 
the Corvallis conference. It is significant 
that of the 75 state and federal projects 
listed by the Land Committee, 53 were 
considered to include characteristics of 
classifications of land based on its use 
capability. Use-capability classifications 
vary widely in the purposes which they 
are designed to serve, in their general 
‘character, in the methods by which they 
are made, and in the intensity of work 
required to complete them. 


General Purpose Use-Capability Classifications 


Opinions differ concerning the im- 
portance and usefulness of the general 
purpose classification of land use capabili- 
ties. General purpose classification, ac- 
‘cording to the views of some, may serve a 
broad objective such as providing one of 
the means for the solution of a group of 
interrelated problems as in land use plan- 
ning. Or such classification may be in- 
tended to serve any one of a number of pur- 
poses such as providing a basis for land ap- 
praisal; determination of credit risks; tax 
assessment; local government reorganiza- 
tion; location of schools, roads, public 
utilities, and other public works; or 


‘ National Resources Planning Board, Land Classification in 
the United States (Washington, D. C., 1941); and W. F. 
Musbach and V. Webster Johnson, ‘National -Resources 
Planning on Land Classification,” Journal of Land & Public 
Utility Economics, November 1941. 

§ Illustrations of this type of classification may be found in 
the following references: Soil Survey of the Bureau of Plant 
Industry and State Agricultural Experiment Stations, in 


guidance of land settlements. One of the 
most recent uses of such land classifica- 
tion is to delineate areas for the stratifica- 
tion of economic research data; these 
areas then form the limits within which 
the results can be generalized. 

Soil Productivity Ratings. Productivity 
ratings of soil types and the grading of 
soils with respect to their suitability for 
agriculture may serve many purposes and 
therefore are general purpose classifica- 
tions. Although usually constructed by 
soils scientists, such ratings may have an 
economic orientation. Admittedly lim- 
ited in their consideration of economic 
factors, there is some weight given to 
management practices and other human 
elements in determining agricultural 
adaptability. ® 

Professional Economic Classification. Dur- 
ing the two decades 1920-1940 many 
classification projects were carried out in 
which physical inventories and classifica- 
tions were supplemented by professional 
analyses of the complex interrelated 
physical and economic characteristics of 
land in order to place lands of different 
use capabilities into appropriate cate- 
gories. Most of these classifications 
pertained to major uses and were carried 
out with the view of solving various land 
use problems. These land classification 
projects were carried on by the various 
state experiment stations, by the United 
States Bureau of Agricultural Economics 
and by representatives of state and federal 
agencies in cooperation. In 1934, under 
the Submarginal Land Program, much 
of the same personnel which was engaged 
in the various independent projects of the 


Land Classification in the United States, op. cit.. Chap. 10, pp. 
58-64; R. Earl Storie, An Index for Rating the Agricultural Value 
of Soils. Calif. Agr. Exp. Sta. Bul. 556, Berkeley, 1935 and 
1937; W. W. Weir and R. E. Storie, A Rating of Califorma 
Soils. Calif. Agr. Exp. Sta. Bul. 599, Berkeley, 1936; C. P. 
Barnes, “Interpretative Soil Classification,” Soil Science 
February 1949, pp. 127-129; and C. P. Barnes and W. G. 
Harper, “Interpretive Soil Classification: Agricultural Use 
and Management,” Soil Science, February 1949, pp. 141-149. 
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earlier activity was mobilized in a na- 
tionally coordinated program later to be 
broken down into various responsibilities, 
one of which was the Land Utilization 
Program of the United States Bureau of 
Agricultural Economics. Although these 
programs were generally broader than 
use-capability classifications, the latter 
frequently became a major phase of the 
basic procedure. ° 


“Grass Roots” Land Classification. A 
tendency toward citizen participation in 
land classification was recognized in the 
United States at least as early as 1928 and 
even earlier in Germany where since 1926 
(at least) land classification has made use 
of “honorary appraisers” from the local 
community in all land classification. It 
is now (since 1936) written into the 
German Land Appraisal (classification) 
Law. Two local farmers must be utilized 
by the government soil classifiers in each 
township. Possible reasons for the ten- 
dency toward this “democratic” pro- 
cedure in the United States may be 
enumerated as follows: 


(1) The land use zoning movement legally 
required citizen participation in the 
delineation of land use zones. 


(2) The fear of dictatorship by a centralized 
government probably promoted local 
interest in land use planning. 


‘ Examples of this type of classification may be found in the 
following references: B. H. Hibbard, John Swenehart, W. 
A. Hartman and B. W. Allin, Tax Delinquency in Northern 
Wisconsin, Wisc. Agr. Exp. Sta. Bul. 399, 1928; B. H. 
Hibbard, W. A. Hartman, and W. N. Sparhawk, Use and 
Taxation of Land in Lincoln County, Wisconsin, Wisc. Agr. Exp. 
Sta. Bul. 406, 1929; Millard Peck, B. Frank, and P. A. Eke, 
Economic Utilization of Marginal Land in Nicholas and Webster 
Counties, West Virginia. U.S. Dept. of Agr. Tech. Bul. 303, 
Washington, D. C., 1932; C. F. Clayton and W. D. Nicholls, 
Land Utilization in Laurel County, Kentucky. U.S. Dept. of 
Agr. Tech. Bul. 289, 1932 (See also Clayton’s method in 
Project 26, Social Science Research Council Bul. 2, of. cit.), 
David Weeks, A. E. Wieslander and C. L. Hill, The Utiliza- 
tion of Eldorado County Land. Calif. Agr. Exp. Sta. Bul. 472, 
Berkeley, 1934; Submarginal Land Program, Circular of 
Instructions-No. 1. Unpublished, Washington, D. C., June 7, 
1934, processed; A. B. Lewis, Methods Used in an Economic 
Study of Tomkins County, New York, etc. Cornell Univ. Agr. 
Fxp. Sta. Memoir 160, New York, 1934; A. B. Lewis, 
Relation of Income to Capital on Farms. Newfane-Olcott area. 
Niagra County, New York. U.S. Dept. of Agr., Farm Credit 


(3) The basic concepts of land use control, 
land use planning, land utilization re- 
search and land classification had been 
confused one with another. 

(4) The extension of public control to the 
entire field of agricultural adjustment 
merged the local interests of specialists in 
the fields of land economics, farm man- 
agement and agricultural prices.” 


The kegirrirgs cf the “grass rcots”or 
“‘democratic” approach to land classifica- 
tion in the United States may be traced 
to the influence of B. H. Hibbard, George 
Wehrwein and others in Marinette 
County, Wisconsin,* and to H. C. 
Taylor’s leadership in coordinating the 
thinking of ‘““Two Hundred Vermonters” 
in the development of a program for 
Rural Vermont.® Both of these efforts 
were broader in their scope than a land 
classification, but each laid a foundation 
for the “‘grass roots” type of land classi- 
fication, which, after a period of trial in 
the Tennessee Valley, found its expres- 
sion later in the State and County Land 
Use Planning Program of the United 
States Department of Agriculture.'' The 
importance of these earlier applications 
of the “democratic” or “grass roots” 
procedure is in the completeness of the 
background evidence and analysis which 
supported the decisions made by the 
laymen who assumed responsibility for 
Administration, Washington, D. C., 1941; H. E. Selby and 
Leland Fryer, Willamette Valley Land Adaptability. Oregon 
Agr. Exp. Sta. Cir. 120, 1937; and A. Stewart and W. D. 
Porter, Land Use Classification in the Special Areas of Alberta. 
Dominion of Canada, Dept. of Agr., Pub. No. 731, Tech. 
Bul. No. 39, 1942. (See also Pub. 728, Tech. Bul No. 36.) 

7 Bushrod W. Allin, ‘A Review of Salter’s Land Economics,” 
Agncultural Economics Research, July 1949, pp. 98-99. 

8 Wisconsin, University, College of Agriculture, Extension 
Service, Making the Most of Marinette County Land. Madison, 
1929, 23p. 

® Rural Vermont; A Program for the Future, by Two Hundred 
Vermonters, Burlington, The Vermont Commission on 
Country Life, 1931. 385p. 

10 Philip Selznick, 7.V.A. and the Grass Roots (Berkeley and 
Los Angeles: University of California Press, 1949). 

11 The background of the County Land Use P!anning Pro- 
gram may be found in a series of six documents issued by thé 
U. S. Dept. of Agr. in 1938. (Processed) The names of 
these documents are given in a mimeographed statement 


“Summary of Documents Dealing with Agricultural Plan- 
ning.” .- ; ; : F 
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the programs evolved.'!* The first eco- 
nomic land classification work carried 
on in the Sierra Nevada foothills of 
California was a detailed analysis of 
physical and economic data, pertaining 
to agriculture, grazing and forestry, 
supplemented by the valuable collabora- 
tion of a county land use committee.'% 
These studies were patterned to a great 
extent after these earlier experiences in 
Wisconsin, Vermont and other states but 
with a new emphasis on criteria and 
classification procedure. Such thorough 
analysis of land utilization as a back- 
ground for the democratic process of 
“grass roots” ‘land classification was not 
characteristic of the later classifications 
made in the State and County Land Use 
Planning Program. The California de- 
tailed studies were designed to develop 
principles and measures which could be 
used in more rapid and less costly pro- 
cedures if and when more extensive areas 
were to be classified. 


Special Purpose Use-Capability Classifications 


In addition to the general purpose type 
of economic land classification there have 
been a number of classifications made for 


special purposes. There are some who 
believe that each separate and distinct 
land use problem should have a classifica- 
tion designed or at least modified for its 
own solution, having a unique set of ob- 
jectives, definitions and methods. 

Like the productivity ratings of the 
soils scientists, special purpose classifica- 
tions as made in the past frequently have 


12 For example, the Rural Vermont program was able to 
base its decisions with respect to land utilization upon a 
coordinated detailed study by C. F. Clayton and L. J. Peet, 
Land Utilization as a Basis of Rural Economic Organization. 
Vermont Agr. Exp. Sta. Bul. 357, 1933. 

18 The Mountain Democrat, “Land Use Planning Board 
Guides Growth in County,” Placerville, California, Dec. 29, 
1933. The literature on this series of studies is cited in: 
David Weeks, “Objectives of Area Analysis in the Northern 
Sierra Nevada,” Journal of Land & Public Utility Economics, 
May 1943, pp. 153-164. 

4 U. S. Forest Service, Instructions for Range Resource In- 
wentories on National Forests, May 10, 1948. (Processed) 


been based on physical more than non- 
physical considerations. Their orienta- 
tion toward economic and social objec- 
tives, however, and a general tendency 
to consider nonphysical factors, perhaps 
not deliberately, justify mention of some 
of them here. 

Range Surveys of the Forest Service, Soil 
Conservation Service, Bureau of Land Manage- 
ment, and Other Agencies. These surveys at 
times have included classification of 
range lands as to grazing capacity, 
forage value of plant species, and adapted 
range management practices. !4 

Land Classification for Water Resource De- 
velopment. Project planning, including 
determination of irrigability and use 
capability of land, feasibility, and eco- 
nomic justification of projects, and num- 
erous other critical determinations, has 
required a highly specialized type of 
land classification. 

The Water Facilities Area Planning 
Project of the Bureau of Agricultural 
Economics included classification of land 
according to grazing capacity, recom- 
mended land use but, more particularly, 
suitability of land for development of 
water resources. '® 

The United States Bureau of Reclama- 
tion’ carries on three intensities or scales 
of operation in its land classification work. 
(1) Reconnaissance; (2) Semidetailed; 
and (3) Detailed. In each, the criteria of 
classification are the same and include 
both physical and economic features. 

16 U. S. Bureau of Agricultural Economics, Water Facilities 
Area Plan for Goose Lake Area, Oregon. Washington, D. C., 
December 1939. (Processed) 

16 U. S. Department of the Interior, Bureau of Reclama- 
tion, Land Classification Handbook, Manual Vol. V. Wash- 
ington, D. C., Aug. 30, 1946 (Processed); U. S. National 
Resources Planning Board, Land Classification in the United 
States, Chap. XII, “Land Classification in the Bureau of 
Reclamation,” Washington, Govt. Print. Off., 1941, pp. 
71-79; and University of Missouri, College of Agriculture, 
The Classification of Land; Proceedings of the First National Con- 
ference on Land Classification (Land Classification to Deter 
mine the Feasibility of Reclamation Projects by John C. 
a Mo. Agr. Exp. Sta. Bul. 421, Columbia, 1940, pp. 247- 
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Unique methods characterize the field 
procedure in obtaining data. These 
methods are described in detail in cited 
publications. ‘‘Arability classes” are de- 
termined on the basis of physical data and 
estimates of costs of irrigation. ‘‘Irriga- 
bility classes” are determined on the ba- 
sis of “repayment experience” and other 
economic data (farm managment studies, 
Census, etc.) used in conjunction with 
“arability classes.” Final adjustment 
of classification is made where special 
conditions pertaining to a given project 
indicate the necessity of modifying the 
original class determination. 

Net Income Area Maps. Net income- 
producing power of specified areas may 
be the primary objective in land classi- 
fication and may be the single economic 
fact shown on the resulting maps. 

The mapping project carried on by the 
Federal Land Bank of Spokane’ is in 
accordance with definitions of classes 


adopted nationally by the Farm Credit 


Administration. The definitions give a 
description of the net income areas rather 
than state the categorical limits of each 
area in terms of the criteria used in 


mapping. 

The most common procedure is for the 
local appraiser, utilizing his knowledge of 
the area gained through experience ap- 
praising individual farms, to draw up a 
first draft of amap. Then the reviewing 
appraiser or director of research or both 
reviews the map in the field and, in con- 


'7 Based upon information presented by R. M. Sauer and 
Alexander Joss, Federal Land Bank of Spokane. See also 
paper presented by O. H. Maughan at the Gearhart meeting 
in 1946, op. cit, Except where off-farm income becomes an 
important factor, the net income area maps of the Farm 
Credit Administration in the state of Washington and the 
Economic Land Use Class Maps as prepared by Washington 
State College have been almost identical. In fact, the 
Economic Land Use Class Maps of the State of Washington 
have been prepared in cooperation with the Research and 
Appraisal Division of the Farm Credit Administration at 
Spokane. Definitions and standards for each land class 
approximately coincide in full-time farming areas. Only 
in those areas where off-farm income adds materially to the 
Pn income out of which loans can be paid do the maps 

iffer, 
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sultation with the local appraiser, makes 
any necessary adjustments for the final 
delineation of areas. The. secretary- 
treasurer of the National Farm Loan 
Association serving the area often parti- 
cipates in the mapping. All known 
factors which influence income both farm 
and nonfaim are considered in the 
mapping work. Appraisers make wide- 
spread use of other land classifications, 
particularly soil surveys, as a means of 
increasing their knowledge of their areas, 
but these other maps do not lend them- 
selves so well for classifying loans and 
analyzing loan experience as the net in- 
come area maps which were designed for 
those purposes. The maps are not based 
on loan repayment experience. This 
factor is analyzed independently after the 
maps have been made. A remarkably 
close correlation between the net income 
classes and loan experience has been 
found. 

The Land Bank in its lending activities 
can give little attention to classifications 
that map “potentially” better areas if 
these potentials can be realized only at 
some future date and with some expendi- 
tures for capital improvements. It must 
be guided by the income-producing 
capacity at the time the loan is closed. 

The appraiser also classifies each farm 
which he appraises. Not all good farms 
are located in good areas, nor all poor 
farms in poor areas. Both the farm and 
the area in which it is located are impor- 
tant to the Land Bank in its operations. 

The land use classification work done 
in several areas of the prairie provinces 
of Canada'® shows some similarity to the 
net income area mapping being done by 
the Spokane Bank. 

Use-Capability Classification for Soil Con- 
servation. The land use-capability classi- 


18 A, Stewart and W. D. Porter, Land Use Classification in the 
Special Areas of Alberta. Pub. No. 731, Tech Bul. No. 39, 
Dominion of Canada, Department of Agriculture, 1942. 
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fication of the United States Soil Con- 
servation Service has been defined as “a 
systematic arrangement of different kinds 
of land according to those natural charac- 
teristics that affect suitability for and 
permanence under cropping, grazing, 
forestry, and other agricultural uses.” !® 
The classification is looked upon by the 
Soil Conservation Service as primarily a 
physical classification. As such it would 
be excluded from consideration here were 
it not true that (1) the land use capabil- 
ities which are mapped refer to potential 
uses at highest economic returns under 
an assumed permanent system of manage- 
ment;%° and (2) the land use capabilities 
in practice are used directly as indicators 
of adapted land use. Both of these facts 
suggest that the land use-capability classi- 
fication of the Soil Conservation Service 
implies an economic as well as a physical 
classification. Referring to conservation 
practices “‘needed to cope with hazards 
in using the land after it has been condi- 
tioned or fitted for use,’’ Wohletz states: 
“The practicability and feasibility of 
these practices must be considered in 
light of the broad economic aspects of 
the nation. Territorial land economy 
rather than the individual farm economy 
must be the guide.”?! It may be con- 
cluded, therefore, that this classification, 
from an economic standpoint, is valid as 
an indicator of use capability insofar as it 
is probable that the assumed permanent 
system of management will be achieved 
on the land being classified. With other 
systems of management assumed, and 

1° L. R. Wobletz, The Land-Capability Concept. U.S. Dept. 
of Agr., Soil Conservation Service, May 1949 (Processed); 
Roy D. Hockensmith, The Use of Land-Capability Maps for 
Rural Real Estate Assessments (Address at 41st annual con- 
ference on Taxation, sponsored by the National Tax Associa- 
tion, Denver, Colorado. Oct. 4, 1948). (Processed) 

20 E. A. Norton, “Land Classification as an Aid in Soil 
Conservation Operations,” The Classification of Land, op. cit. 

21 op. cit., p. 2. 

22 The technique used in Washington is fully described in 
each Extension leaflet containing the Jand classification 


maps and in A. W. Peterson, M. T. Buchanan, and B. D. 
Parrish, Economic Land Use Classification in King and Snohomish 


more complete consideration of economic 
factors in making the classification, the 
land might be shown to have other use 
capabilities. In view of this possibility, 
the Soil Conservation Service classifica- 
tion supplemented by economic inter- 
pretation might be used for general pur- 
poses such as land appraisal, tax assess- 
ment, credit analysis, or general land 
use planning. 

It is clear, however, from the foregoing 
discussion of the special purpose classifi- 
cation that no single all-purpose classifi- 
cation is as useful for the solution of a 
particular problem as one designed ex- 
clusively for that purpose. The necessity 
for economy, however, may justify the 
use of general purpose classifications for 
various specific purposes. 


Economic Land Classification in Washington 
State?® 


Although the Washington State land 
classification work is of the general pur- 
pose type, for reasons given at the be- 
ginning of this paper, discussion of it has 
been reserved for special and more de- 
tailed consideration here. 

In 1945 the Agricultural Experiment 
Stations and the Cooperative Agricul- 
tural Extension Service of the State 
College of Washington published a series 
of eight leaflets featuring maps showing 
“economic land use classes” within the 
present and potential agricultural areas 
of eleven counties of western Washing- 
ton.2? The textual materials published 


Counties, Washington, and its Influence on Full-Time Farm Returns. 
Washington Agr. Exp. Sta., A. E. 5, rev., Pullman, Wash- 
ington, 1944. Also see the articles by B. D. Parrish, A. W. 
Peterson, and O. H. Maughan cited above. A. W. Peterson 
presented the essential parts of these earlier studies at the 
Corvallis Conference. 

23 The counties that were mapped are Clark, Cowlitz, 
Grays Harbor, King, Lewis, Pacific, Pierce, Skagit, Sno- 
homish, Wahkiakum, and Whatcom counties. The maps 
were prepa ed by the Division of Farm Management and 
Agricultural Economics of the Agricultural Experiment 
Stations and the Division of Progress and Industry Develop- 
ment of the Washington State Department of Conservation 

(Footnote 23 continued on page 177) 
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with the maps describe these classes, 
point out research evidence of income 
variation per farm by classes, and indi- 
cate ways in which knowledge of this 
variation may be used by farmers and 
others. The maps call attention to the 
great differences that exist in the eco- 
nomic productivity of farm lands in 
different localities, and suggest the need 
for extensive readjustment in the in- 
tensity of agricultural production upon 
the land. The maps also suggest the 
need and provide the opportunity for 
farm management research and agri- 
cultural extension activities to recognize 
more fully the differences between farms 
and areas in the economic productivity 
of the land. Other major purposes of the 
classification were: (1) to provide a 
factual basis for the veteran farm-settle- 
ment guidance program; (2) to provide 
a stratification of land areas for research; 
(3) to indicate differences in rate of 
capital accumulation; (4) to indicate land 
development potentials; (5) to provide 
the limits within which research results 
may be generalized; and (6) to afford an 
opportunity to plan extension programs 
appropriate to each land class. Indi- 
vidual farms, which deviate from the 
modal type of a given land class, how- 
ever, May require special consideration 
in the planning of extension programs. 

Basic Characteristics of the Washington 
Technique. ‘“The basic factor on which 
full-time farms are classified is their differ- 
ing abilities, because of differing combi- 
nations of physical resources, to produce 
income and provide for an accumulation 


(Footnote 23 continued from page 176) 
and Development, with the assistance of county commis- 
sioners, local farmers, Agricultural Extension Service, Farm 
Credit Administration, Soil Conservation Service, and the 
Soils Section of the Division of Agronomy of the Agricultural 
Experiment Station. 

% Division of Farm Management and Agricultural Eco- 
nomics, Agr. Exp. Sta. State College of Washington and the 
Division of Progress and Industry Development, State Dept. 
of Conservation and Development and other cooperating 
agencies.. . Economic .Land Use Class Map, Skagit —_ 
Washington, 1945. 
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of capital over a long period of time. 
Farms producing comparable levels of 
income, irrespective of location or type of 
farming, are given the same Economic 
Land Use Class rating. The classifica- 
tion of an area is determined by the level 
of income of typical farms within that: 
area; the boundaries of the area are de- 
cided on the basis of similar conditions. 
of soil, topography, and climatic factors.” 
The approximate level of net farm in-- 
come is estimated by a visual inspection 
from the road of each farm by the trained 
classifiers as they drive past each farm. 
The size and condition of buildings, evi-. 
dence of the amount and rates of produc-. 
tion, indications of size of business, 
machinery and equipment, kind and 
condition of crops, number and quality 
of livestock are used as guides to a reason- 
able estimate of farm income. 

The basic criterion in the classification 
is the assumption (based upon a more or 
less rigorous statistical proof) that differ- 
ences between land classes represent cor- 
responding differences in net farm income 
per farm unt rather than upon the physical 
or economic productivity per acre as has. 
been the criterion in many other classi- 
fications.*4 

Similarity of and Differences Between the 
Cornell?® and Washington Classification Sys- 
tems. The technique that was used in 
preparing the maps of the Washington 
classification differs only slightly from the 
so-called Cornell Method of land classifi- 
cation, which was developed in the late 
1920’s and early 1930’s at Cornell Uni- 


28 The Cornell Method is described in the publications by 
A. B. Lewis, in National Resources Planning Board, Land’ 
Classification in the United States, cited above, Chap. XIX, 


pp. 125-131. It has been reviewed critically by Howard E. 

Conklin and Sherwood O. Berg in A Preliminary Report on 

Developments in Land Classification Methods, Dept. of Agr. Econ.,. 
Cornell University A. E. 688, Ithaca, 1948, 75p. (Processed.) 

More recent developments in the New York techniques 

were presented by Howard Conklin at the meeting of the- 
American Farm. Economic Association in Laramie, Wyo.,. 
Aug. 19, 1949, under the title, “Land Economic Research—- 
New Directions—East. r 
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versity and subsequently has been used 
extensively in New York and certain 
other states. The important points of 
apparent differences between the two 
systems have been largely eliminated by 
recent changes at Cornell in mapping 
procedure, definitions of land classes, and 
interpretation of the results as reported 
by Conklin and Berg. Both systems 
classify areas on the basis of income on 
full-time farms. Cornell procedure sepa- 
rates from other farming areas those 
which are used largely for rural residen- 
tial purposes. These areas are not classi- 
fied as to grade. Outside of the resi- 
dential areas, part-time farms are more 
or less ignored. Thus in New York as in 
Washington classification is made on the 
basis of full-time commercial farming 
opportunities. 


Critique of the Washington System of Land 
Classification 


Because of similarities of procedures 
and in view of the issues which have been 
raised with respect to interpretation, 
appraisal of the Washington classifica- 
tion system should be made in the light 
of developments in the criteria and pro- 
cedures at Cornell. 

Classification in Terms of Full-Time Farm- 
ing. The distinction between full-time 
and part-time farms in the Washington 
context is consistent with the specification 
that the classes show differences in the 
ability of farms to produce net income 
per farm. 

Part-time farms ordinarily do not re- 
turn net farm incomes per farm that are 
as high as those returned by full-time 
farms located upon similar physio- 
graphic land types, but the net income 
per acre may be comparable. 

From a technical viewpoint there are 
those who doubt the ability of enumer- 
ators using the Cornell Method in the 
field under a context limited to full-time 


farming to avoid being influenced by the 
evidences of past and present part-time 
farming activity. Most of those who 
have used the method, however, have 
confidence in the ability of trained 
enumerators to differentiate between 
part-time and full-time farming. Statis- 
tical tests are not well adapted to settle 
this contention. From the viewpoint of 
general usefulness of the maps in agri- 
cultural planning, the elimination of 
part-time farms from the context in a 
region characterized by frequent and 
widespread part-time farming suggests 
the need for a supplementary classifica- 
tion in terms of part-time farming. 


Net Income vs. Intensity of Use. The 
distinctive characteristic of the Cornell 
Method in its earlier stages of develop- 
ment was its reliance upon the most 
recent past experience of farmers in an 
agricultural region as projecting for some 
time into the future local differences in 
the intensity of production activity that 
the land resource profitably can absorb. 
A. B. Lewis recognized the significance of 
income with respect to his land classes in 
Niagara County, New York, when he 
stated: ‘The fundamental difference be- 
tween land classes is in the capacity of 
the land to produce income. Since ex- 
penses must eventually be repaid out of 
income this difference may also be ex- 
pressed in more practical terms as a 
difference in the degree of intensity of use 
to which the land is adapted. Intensity 
is a broad term, covering all of the con- 
tributions toward production that are 
made directly by farm operators, and 
indirectly by lenders, landlords, units of 
government, public utilities, laborers, and 
all other suppliers of productive goods 
and services.”’?® 


26A. B. Lewis, Relations »f Income to Capital on Farms, 
Newfane-Olcott Area, Niagara County, New York. U.S. Dept. 
of Agr., Farm Credit Administration, Washington, May 
1941, p. 97. 





Statement 
29 Ibid. 
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A recent research made by Plath in 
Livingston County, New York, has been 
appraised by Conklin and Berg.?”_ In 
this research long-run average operator’s 
labor earnings are considered to be “‘the 
fundamental farm classification crite- 
rion.” Cornell uses basic farm organiza- 
tion and land use data from a short- 
schedule survey to indicate approximate 
labor earnings.?® Land classes are con- 
sidered to be “geographic associations of 
farms that are differentiable on this 
basis.” Intensity and economic rent are 
denied any special importance except 
insofar as intensity may be an “easily 
measurable indicator of incomes.”?® 

Washington uses net “family farm 
earnings” as a criterion of land classes. 
A more important difference in the two 
methods lies in the manner in which each 
procedure arrives at the measure of farm- 
ing returns. In the place of the “short- 
schedule survey” used by Cornell, Wash- 
ington uses various indicators such as 
“visible capital accumulation” and “ 
tensity of land use”’ to reflect differences 
in past income level. Specific farm visits 
are made only in those cases where cer- 
tain farms appear markedly different 
from normal for the region. In these 
cases, informal inquiry is made concern- 
ing the apparent disparity between the 
farm in question and the surrounding 
area. Final lines are based on physical 
land combinations. The farm classifica- 
tion influences the grade level but has 
very little influence on the exact position 
of the boundaries of a given grade. This 
type of procedure has been criticized on 
the grounds that it is based upon the 
assumption that farm capital accumula- 
tions visible from the road represent 
capital produced in place and not im- 


re 


*? Howard E. Conklin and Sherwood O. Berg, op. cit., 
27 


*+ Ibid., p. 33. Also see appendix p. 76 for an income 
statement showing the meaning of terms. 
29 Ibid., p. 27. 
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ported capital or a heavy credit burden. 
Associations of land class and_ these 
various measures of income and _ in- 
tensity, however, provide specific case 
evidence of their validity as indicators if 
not absolute measures when used in 
accordance with the designer’s intent. 

Instances of apparently opposite con- 
clusions occasionally drawn from studies 
such as those made in Oregon® leave one 
with the thought that further intensive 
study of techniques is necessary to solve 
the problem of indicators. The Oregon 
study, however, does not test the validity 
of an economic land classification since 
the land adaptability classes used in the 
study were not defined as classes of land 
showing differences in returns per farm. 
However, they do reflect differences in 
adaptability of varying intensity of agri- 
cultural use. 

Significance of Physical Factors vs. Institu- 
tional and Social Factors in Land Classifica- 
tion. Musbach and Johnson have ob- 
served that the use of land classification 
maps as a tool of research in aid of plan- 
ning for agriculture often carries with it 
a tendency to place undue emphasis 
upon differences in the physiographic 
attributes of land as an instrument of 
production and inadequate emphasis 
upon differences in the man-caused 
attributes of land as location or space 
occupied by farms within the setting of 
the economic, social, and institutional 
environment.*! Undue emphasis upon 
the physiographic environment in locali- 
ties in which the man-made environment 
is rapidly changing may lead to undue 
inference that the classes drawn on maps 
represent rigid differences in the adapta- 
bility of the land for varying intensities of 
use. In the instance of the Washington 


8¢G. B. Davis and D. C. Mumford, Farm Organization and 
Financial Progress in the Willamette Valley. Oregon Agr. Exp. 
Stag Bul. No. 444, 1947, pp. 46-48 and 68-69. 

81See William F. Musbach and V. Webster Johnson, 
op. cit. 
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classification, the rigidity that is postu- 
lated is the economic productivity of the 
land, defined as the ability of full-time 
farms to produce income and provide for 
capital accumulation over a long period 
of time. It is implied that full-time farms 
in western Washington differ as to this 
ability mainly because of differing com- 
binations of physical resources. It is 
further implied that the present levels of 
differences will persist over a long period 
of time, except as the physical resources 
are modified by irrigation, drainage, or 
clearing. 

The influence of the economic, social, 
and institutional environment, or various 
phases thereof, upon the relative levels of 
income per farm no doubt exerts itself 
with various degrees of rigidity in various 
regions and localities depending upon the 
relative permanence of the various fea- 
tures of the environment. In an older 
settled region, such as New York, institu- 
tional and social differences characteriz- 
ing the earlier period of settlement and 
development may long since have given 
way to physiographic and economic 
differences as major factors establishing 
the level of income per farm. In a 
recently settled region, however, differ- 
ences in settlement patterns and institu- 
tional factors may be more prominent. 
If this is the case, land classes mapped 
according to recent past experience, as 
indicators of potential capabilities, would 
have less significance in the newer 
region. The attitude that one takes on 
this point is important because this atti- 
tude influences one’s outlook upon the 
significance of the classification as indi- 
cating needed adjustments in agricultural 
fand use and farming patterns. 

The conclusion presented in the 
publications of the State College of 
Washington arising from this land classi- 
fication work is that the differences in 
income per full-time farms that have been 
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observed to exist in western Washington 
counties will tend to persist over a long 
period of time, except as the physical 
resources are modified in some local 
areas by reclamation and land clearing. 
The land use and farm managment im- 
plications derived therefrom indicate that 
the desirable direction of change is 
toward part-time farming, rural resi- 
dential use, or public ownership of most 
of the present farm land in the poorer 
land classes. Before these implications 
are fully accepted, however, attention 
should be given to exploring the extent 
to which the levels of farm income in the 
poorer classes are low because of features 
of the environment that might be modi- 
fied or removed by individual or public 
action. In this way the need for wide- 


spread dependence upon off-farm work 
for land-use zoning or for public owner- 
ship in poor land areas may be at least 
partially averted. 

Pending further exploration of the 


relative influence of physical and human 
factors influencing the recent past differ- 
ences in incomes per farm, an economic 
land classification such as has been de- 
veloped in Washington should not be 
looked upon as necessarily reflecting in- 
evitable potential differences in the in- 
comes of farms in newly settled regions or 
regions undergoing marked social, eco- 
nomic, or institutional change. This 
limitation is very significant for classifi- 
cation uses such as area land use planning, 
or rural public works planning, which 
must take potential land use capabilities 
fully into account. It is not nearly as 
significant, however, for such uses as 
guidance of farm settlement or farm 
management recommendations where the 
current use capability of the land is the 
primary consideration. 
Consensus of the Conference 

The Corvallis conference was conducted 

as a series of open forums in which many 
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differing and sometimes conflicting opin- 
ions were expressed. Many of these 
differences were not resolved, in part for 
lack of factual information concerning 
the debatable points, but the conference 
did help to clarify the needs and purposes 
of economic land classification in the 
minds of western professional groups. 
Probably the greatest disagreement lies 
in the realm of methodology but general 
purpose versus special purpose classification 
also is still an issue. This is easy to 


understand in view of the multitude of 
purposes which may be served by eco- 
nomic land classifications. 

Insofar as these differences in point of 
view permit, opinion as expressed at the 
conference and as interpreted by the 
committee may be summarized as follows: 


Definition of Economic Land Classification. 
Economic land classification is a technique 
used to express, usually cartographically, 
integrated and correlated physical, economic 
and social data common to selected areas. 
These data, characterizing delineated land 
areas, may be used in a wide field of diver- 
gent subject matter. Many of these applica- 
tions have had the objective of making wise 
decisions about land and its use. Like all 
classifications, economic classification of land 
involves the establishment of categories. 
Within each category, by means of criteria 
used in its delineation, some economic or 
social characteristic or characteristics (usually 
income, use, or tenure) are given a specified 
degree of uniformity. Because of the di- 
versity in their purposes, economic classifica- 
tions of land developed in the various in- 
vestigations have not had, do not have, and 
do not necessarily need to have a close 
resemblance one to another. 


Purposes of Economic Land Classification. An 
economic land classification may be a 
general purpose classification, that is, it may 
serve many purposes. As an example of the 
general-purpose, economic land classification 
the Washington procedure and criteria are 
going through an experimental period of 
development. In view of strong opinions in 
favor of and against such general purpose 
classifications it would seem desirable from 
the viewpoint of the interested professional 
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fields that this program be given every 
opportunity possible to become perfected in 
its details and tried in its application. 

On the other hand, economic land classi- 
fication may be designed to serve a special 
purpose. The planning of irrigation, drainage 
flood control and soil conservation projects 
may require highly specialized types of 
economic land classification. Creditors de- 
sire a classification based upon present in- 
comes, farm and nonfarm. Planners want 
the basic physical and economic data pre- 
sented, with or without the classification. 
Frequently they desire an interpretation in 
terms of potential conditions. Extension 
workers need economic information which is 
applicable at the farm level. For such 
purposes economic land classification must be 
performed in sufficient detail to be useful to 
small groups and, to a limited extent, to 
individual farms if it is to serve the needs of 
extension programs. 

Land class maps prepared for one specific 
purpose may be modified, in some cases, so as 
to be useful for other purposes. 

Importance Attached to Physical Factors. Eco- 
nomic land classifications vary in the degree 
to which they emphasize physical data. The 
emphasis to be placed upon physical, eco- 
nomic, social and institutional factors de- 
pends upon the purpose to be served by the 
classification. Some workers favor an eco- 
nomic classification which follows physical 
data so closely that the economic boundaries 
coincide with certain physical boundaries. 
Using such procedure, these physical re- 
sources of farms within an area are compar- 
able. Other workers prefer an economic 
classification merely coordinated with phys- 
ical data. 

Intensity of Classification. Economic land 
classifications vary in the intensity of work 
done in making them. They may be carried 
out slowly, intensive, detailed and accurate 
and, therefore, costly; or they may be rapidly 
executed, extensive, broad and approximate 
and made at low cost. The function of the 
intensive land classification may be to serve a 
special and exacting purpose or to develop 
principles, techniques, criteria and indicators 
designed to increase the accuracy and re- 
liability and at the same time reduce the cost 
of the more extensive types of classification. 
Rapid and inexpensive methods of economic 
land classification are needed but more basic 
research is required to perfect such methods. 
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Local Public Participation. Closely related to 
intensity of economic land classification is the 
extent of farmer participation. Farmer 
participation in some phases of the work is 
desirable. In some cases the preliminary 
classification is prepared by technicians and 
checked by local people before publication or 
application to the intended purpose. In 
others the checking proceeds along with the 
work. Again, farmers and other local people 
may actually make the classification with 
more or less guidance. More study of past 
procedures may be required in the appraisal 
of these different methods. 

Permanency of Classification. Whereas the 
needs and purposes of economic land classifi- 
cation are dynamic, maps representing such 
classifications are static and may require 
revision. However, sponsors of certain 
classification programs claim that relative 
economic measures may be applicable for 
many years. 
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Relation of Classification to Land Use Improve- 
ment. The improvement of land use is only 
one of the purposes of economic land classifi- 
cation. Moreover, economic land classifica- 
tion is only one of the means by which 
land use improvement may be attained. 
Where improvement in land use is the objec- 
tive, land classification may designate where 
remedial measures may be effective. Re- 
search covering economic and social aspects, 
such as the effectiveness of different remedies 
or the degree to which farmers may be ex- 
pected to adopt improvements once they are 
known and available, may be required either 
as criteria of the classification or to supple- 
ment it. Under conditions where alternative 


land uses enter the picture, the over-all de- 
tailed considerations of benefits and costs to 
farmers and to the community are required. 
Such considerations may go beyond the scope 
of economic land classification but are closely 
related to it and may provide its foundation. 





I. Supreme Court Views Federal Authorization and 
Merging of Motor Carriers 


By JOHN J. 


ECLARED purposes of the Federal 

Motor Carrier Act include (1) 
protecting inherent advantages of motor 
carrier transportation; (2) encouraging 
desirable economic conditions in the 
public interest; (3) obtaining adequate 
service at reasonable rates; (4) coordinat- 
ing motor carrier service with other types 
of transportation; (5) developing high- 
way transportation adequate to serve 
commerce and national defense; and, 
significantly (6) cooperation of federal 
and state governments and with motor 
carrier organizations in the enforcement 
of the statutory provisions. ! 

Warrant for enactment of the Federal 
Motor Carrier Act was found in the 
development “‘in the private interest” of 
the “sprawling, chaotic, and cut-throat 
industry;”’ and regularizing of the enter- 
prise in the public interest would ex- 
pectedly involve “stepping on a good 
many toes.””? 

Through Division Five, created in 1936 
especially to administer the FMCA, the 
Interstate Commerce Commission has 
handled about 90,000 applications in 
some 20,000 cases. From this mass of 
activity many resulting questions have 
been settled; relatively few have gone to 


* Professor of Political Science, Rutgers University. 

' Public Act 255, 74th Cong., 1st Sess. 

2? Dissenting opinion of J. Jackson in Carolina Freight 
Carriers case, 315 U.S. at 493, 86 L.Ed. at 984 (1942). 

3 Certification of common carriers by the ICC during the 
first five years of the FMCA is treated by the writer (with 
co-author) in The Journal of Land & Public Utility Economics, 
February and May, 1941. Contract carrier authorization 
in same period is presented in Cornell Law Quarterly, June 
1941, 

‘ Those carriers whose vehicular operations do not cross 
state line but transport interstate shipments are exempted 
from ICC jurisdiction if they hold a certificate from the 
state agency, or if the state concerned has an agency to 
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the lower courts, and of these few about 
two dozen have reached the Supreme 
Court. This essay attempts to examine 
these cases as to contests between motor 
carriers and government, between differ- 
ent types of motor carrier, between 
carriers of the same type, and between 
motor carriers and rail carriers. 


Authorization to Operate’ 


Statutory Requirements. Under the sta- 
tute, interstate motor carrier‘ operation 
must be authorized by the Interstate 
Commerce Commission. Common car- 
riers in bona fide operation on June 1, 
1935 and since were entitled by the 
statute to obtain the certificate of public 
convenience and necessity without proving 
public convenience and necessity, pro- 
vided they apply to the ICC within 120 
days after October 1, 1935, the effective 
date of the Act. A contract carrier® in 
bona fide interstate operation on July 1, 
1935 was made eligible to permits from 
the ICC also as a matter of right. °® 

Recognition of vested right as attach- 
ing to previous bona fide operation 
derives from established practice among 
the states when they instituted regulation, 
and constitutes the pertinent provision 
of the FMCA known as the grandfather 
clause. 
grant such certificates. As to the factors entering into 
“public convenience and necessity” see my “Factors in 
Granting Certificates of Public Convenience and Necessity,” 


Indiana Law Journal 1930, p. 243. 

5 The tedious struggle to differentiate legally between con- 
tract common carriers and to establish control over the 
former I have traced in two articles in The Journal of Land & 
Public Utility Economics; August 1933, pp. 233-46, and May 
1937, pp. 163-173. 

¢ Being a recorded member of an NRA code established 
the bona fide character of the applicant for certificate or 
permit. 
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Grandfather Rights Interpreted For 
Common Carriers 


(A) Meaning of Bona Fide Operation. 
In its initial case’ involving the FMCA, 
the Supreme Court in December 1938, 
declared that: 


“Exact definition of bona fide operation is 
not necessary.” Because the Act is remedial 
and to be construed liberally, “the proviso 
defining exemptions is to be construed 
liberally and in harmony with the purpose 
of the measure and held to extend to only 
carriers plainly within its terms... to 
limit the meaning to mere physical operation 
would be to eliminate ‘bona fide.’ That 
would be contrary to the rule that all words 
of a statute are to be taken into account and 
given effect if that can be done consistently 
with the plainly disclosed legislative intent.” 


Finding no warrant for exercising the 
term “in bona fide operation” from the 
requirements of a grandfather certificate, 
the court in a unanimous opinion de- 
clared that applicant’s operation in de- 


fiance of the Texas law for some time 
prior to the enactment of the federal 
statute put him beyond the realm of 
bona fide operation and constituted 
valid grounds for ICC denial of the 
grandfather certificate sought under the 
FMCA when it became effective. 

What the term “in bona fide opera- 
tion” requires and precludes was viewed 
thus by the Court: 


“The expression ‘in bona fide operation’ 
suggests absence of evasion, excludes the 
idea that mere ability to serve as a common 
carrier is enough, includes actual rather than 
potential or simulated service, and in context 
implies recognition of power of the state to 
withhold or condition the use of its highways 
in the business of transportation for hire. 
Plainly the proviso does not extend to one 
operating as a common carrier on public 
highways of a state in defiance of its laws.’’® 


7 McDonald v. Thompson, 305 U.S. 263; 83°L.Ed. 164 
(1938). 

*Id., at 266. 

*U.S. v. Maher, 307 U.S. 148; 83 L.Ed. 1162 (1939). 

10 [d., at 156 and 1168 respectively. 


Section 206 requires that a recipient 
of a grandfather certificate has been in 
bona fide operation as common carrier 
on June 1, 1935 over the route or routes 
or within the territory for which applica- 
tion is made, and has so ‘operated since 
that time. These requirements have not 
been met by an applicant who on the 
specified date was operating exclusively 
irregular anywhere-for-hire service, mak- 
ing only occasional trips outside the state 
on the highway specified in the applica- 
tion, and who began the regular opera- 
tion over the route only on May 29, 
1936.® Scope of the application for the 
grandfather certificate must be con- 
sidered strictly according to this unani- 
mous opinion: The ICC need not can- 
vas all questions of public and private 
interest implicit in a certificate applica- 
tion where the applicant limits himself 
to seeking benefits of the grandfather 
clause. 

The standard of measuring bona fide 
operation in an area and over routes 
specified in an application must be 
actual service, not simulated service, 
not potential as a holding out to serve." 
To the same effect, it was later empha- 
sized that to constitute bona fide opera- 
tion, the service must be substantial 
rather than incidental, sporadic or in- 
frequent. '? 

The purpose of the grandfather clause 
was to assure to its recipients substantial 
parity between future operations and 
bona fide prior operations, said the 
Court in the Alton Railroad case;!* bona 
fide operation as a common carrier in 
Oregon under a grandfather clause was 
not disproved or dispelled by the fact 
that the applicant had obtained in 1936 


11 McDonald v. Thompson, 305 U.S. 263; 83 L.Ed. 164 
(1938). 

12 J. Douglas in U.S. v. Carolina Freight Carriers Corp., 315 
U.S. at 480-1, citing Loving v. U.S. 32 Fed. supp. 464, 
affirmed in 310 U.S. 609, 84 L.Ed. 1387 (1942). 

18 315 U.S. 15, 86 L.Ed. 586 (1942). 
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a permit to operate as a contract carrier 
in the same state. 

Lacking explanation of why he failed 
to make any delivery to any point in 
Arkansas for fourteen months between 
eligibility date and hearing on his appli- 
cation, applicant Fleming could not 
establish the bona fide character; he 
was validly denied authorization for the 
Arkansas portion of the service for which 
he sought certification. A mere holding 
out to serve is not sufficient “‘to bridge the 
gap extending through and beyond one 
entire production year, since the appli- 
cant carries the burden of establishing 
his right to the statutory grant.”’'* 

(B) Operator-applicant Cannot Substitute 
a Different Type Vehicle. Recipient of a 


grandfather certificate for seasonal door- 
to-door passenger service between hotels 
New York and various points in specified 
counties in upstate New York via New 
Jersey was restricted, on complaint of 
competing carriers, to transporting not 


more than six passengers in any one 
vehicle. Later, proposed substitution of 
buses for the certified type of vehicle was 
validly denied, the Court recognizing 
that the extent of the Commission au- 
thority to impose such a restriction de- 
pended on the meaning of the term 
“business” as employed in Section 208.'5 
Such substitution would transform into 
regular bus line service seasonal service 
offered by the small vehicles, which 
seasonal service distinguishes the appli- 
cant’s business from the service offered 
by the regular lines operating heavier 
equipment. The ICC can hold the 
carrier to the vehicle type specified, but 
the carrier may add to the units of the 
type authorized. The Court emphasized 
that the statute contemplated substantial 


4315 U.S. at 24, 86 L.Ed. at 596. 

‘6 Carrier could have easily discovered this meaning from 
wording used in Section 208. 
( 18 Crescent Express Lines v. U.S., 320 U.S. 401, 88 L.Ed. 127 
1943). : 
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parity between future and prior opera- 
tions. '¢ 

(C) Certificate Restrictions ‘Imposed on 
Territory and Points Served, Routes Covered, 
Commodities Carried. Section 203 (a) (14) 
of the original FMCA, 49 FCA 303 (A) 
(14) defines common carrier by motor 
vehicle as: 


‘Any person who or which undertakes, 
whether directly or by a lease or any other 
arrangement to transport passengers or 
property, or any class or classes of property, 
for the general public in interstate or foreign 
commerce by motor vehicle for compensation, 
whether over regular or irregular routes, in- 
cluding such motor vehicle operations of 
carriers by rail or water, and of express or 
forwarding companies except to the extent 
that these are subject to the provisions of 
Part I.”!7 


The above definition prevailed when 
the ICC heard the application of Caro- 
lina Freight Carriers Corporation on 
July 10, 1940,!8 and granted a certificate 
for common carriage over irregular 
routes. But the ICC reduced the area 
in which the applicant could operate; 
allowed the carrier to transport only about 
a dozen of the numerous articles; and 
restricted the carrier to hauling specified 
commodities of the allowed list as be- 
tween specified points. On review the 
lower court sustained the geographic 
limitations imposed, but disallowed the 
reduction of specific commodities car- 
ried earlier and the specific points served 
earlier. The lower court observed that 
such restrictions had not been imposed 
on regular route carriers and that Con- 
gress had made no such distinction be- 
tween regular and irregular route car- 
riers. Thus the stage was set for the ICC 
to bring to the highest tribunal a monu- 
mental case in 1942,1° 


11 This definition of common carriers was modified by 
Act of September 18, 1941. See footnote 39 below. 

18 24 MCC 305. : 

19 United States v. Carolina Freight Carriers Corporation, 315 
U.S. 475, 86 L.Ed. 971. 
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The Supreme Court sustained the 
limitations incorporated into the irregu- 
lar route certificate, observing that: 
**The precise delineation of the area or 
the specification of the localities which 
may be served has been entrusted by 
Congress to the Commission.” Here 
the purpose of the grandfather clause is 
not denied: 


While service to and from all points in the 
states included in the application was not al- 
lowed, the reduction was determined by the 
substantiality of service. Consideration was 
given to the characteristics of the irregular 
route carriers and their role in the national 
transportation system. That involved a 
weighing of the specific evidence in the light 
of complexities of this transportation service. 
The judgment required is highly expert. 
Only where the error is patent may we say 
the Commission transgressed.” 2° 


Granting that the “substantial service 
actually rendered may have been con- 
fined to narrow limits,” the Court cau- 
tioned that the “‘ability to render the 
service throughout the wide reaches of 
the territory which the applicant pro- 
fessed to be willing to serve may not have 
existed.” The Court recognized the 
relevancy between the characteristics of 
the transportation service performed and 
the territorial scope, of operations the 
Commission may authorize, and also the 
awareness of that agency to its responsi- 
bility in fixing the precise area in which 
a grandfather operator is to serve, and 
to coordinate the various transportation 
agencies which make up the national 
transportation system.?! 

No transgression of the statutory pur- 
pose of the grandfather clause was dis- 
covered in the ICC restriction of opera- 
tions to the part of the territory regulated, 
and to particular points in the other 
part of the area. ; 

As to reducing the articles previously 
transported, the Court conceded that 


90 Jd., at 479 and 979, respectively. 


LAND ECONOMICS 


regular and irregular route carriers 
come within the same statutory defini- 
tion, and that a carrier offering and 
actually performing transportation serv- 
ice can “‘be limited to a few articles only,” 
but, on the following extensive reasoning, 
disallowed the reduction of the list of 
articles to be carried. 


(1) Where an applicant has transported 
a “wide variety of general commodities he 
cannot necessarily be denied the right to 
carry others of the same class merely because 
he never carried them before. And where 
he has carried a wide variety of general com- 
modities, he cannot necessarily be restricted 
to those he carried with more frequency and 
in greater quantities than the others.” 

(2) The Commission is not authorized to 
‘“‘atomize the prior service” of an applicant, 
“product by product, so as to restrict the 
scope of his operations”, where there is sub- 
stantial evidence in addition to his holding 
out that he was in bona fide operation as a 
common carrier of a large group of com- 
modities, or of a whole class or classes of 
property. There might be substantial evi- 
dence of such an undertaking, though the 
evidence as to any one article was not sub- 
stantial. The brcad sweep of his prior 
service may indeed have made the carriage of 
any one commodity irregular and infrequent 
though his prior activities viewed as a unit 
may meet the test of “‘bona fide operator as 
common carrier” within the scope of his 
holding out. 

(3) Once the territorial area of operation 
has been decided—and this may vary con- 
siderably on the basis of difference between 
regular and irregular route carrier types—the 
statutory test for whether applicant was in 
bona fide operation as common carrier in 
statutory periods must be the same for 
irregular as for regular route carriers. “The 
statutory differences between regular and 
irregular carriers lies only in the territorial 
scope and pattern of the operation.” Facts 
sufficient to show the bona fide operation of 
a regular common carrier must be accepted 
as adequate to establish the similar character 
of the irregular route carrier.?? 


Thus the commission view that the 


11 Jd., at 485-6 and 981; respectively. 
13 Ibid. 
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grandfather clause aimed to limit future 
operations to situations in which a carrier 
proves his right by offering substantial 
evidence lest doing otherwise would be 
to invite the evils intended to be pre- 
vented by the statute, namely, congestion 
of highways, destructive rate practices, 
and unlimited competition, and that 
“common carriers expected to maintain 
regular service in whatever volume of- 
fered on designated routes cannot oper- 
ate economically and efficiently if other 
carriers aire permitted to invade such 
routes for the sole purpose of handling 
the cream of the traffic available thereon 
in so-called irregular route service’’, was 
disallowed to whatever extent that view 
of the Commission ‘“‘establishes a differ- 
ent test for commodities” to be trans- 
ported by the two types of carrier ‘“‘is 
erroneous as a matter of law.” 

A third question in the Carolina 
Freight case concerned Commission limi- 
tations placed on transporting particular 
commodities between stated points and 
in one direction. The grandfather certi- 
fication for geographically extensive 
operations in eastern United States al- 
lowed transportation of beer from 
Newark, New Jersey, to two points in 
North Carolina,but not from Baltimore to 
North Carolina. To this restriction the 
Court said that if the carrier had es- 
tablished that it had been a common 
carrier of beer on southbound trips prior 
to statutory date, it would be entitled to 
transport beer from any northern point 
to any of its destinations in the South. 
The Court found no evidence that the 
carrier had limited its offer to haul beer 
to shipments from Newark. The natural 
and normal course of business as shown 
by the record would have to be disre- 
garded in order to hold that the mere 
fact of hauling beer southward from 
Newark only constitutes conclusive evi- 


33 Id., at 488-9 and 982, respectively. 
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dence that the carrier had so limited its 
transportation in the statutory period. 

A wide variety of articles had been 
transported on the southward trip con- 
sistently with its offer to take any of the 
articles from any of the points. 


“Where it was actively soliciting whatever it 
could get at any of the points, it does violence 
to common carrier status to make the crigin 
or destination of future shipments conform 
to the precise pattern of the old. Such a 
pulverization of the prior course of conduct” 
changes the basic characteristics of the 
carrier. Such procedure is beyond Com- 
mission authority; for it “there is no statutory 
sanction.”’?5 


The Court gave realistic consideration 
to the economic effects of certificate re- 
striction. Limiting what may be hauled 
on any-direction trip may produce par- 
tially loaded or empty vehicles on the 
return trip, and might “drive the enter- 
prise to the wall.” Forbidding taking 
beer shipments from Baltimore and 
points south for delivery further south 
“is a patent denial of appellee of that 
‘substantial parity between future opera- 
tions and prior bona fide operations’ 
which the statute contemplates.” Its 
prior opportunity should not be restricted 
beyond the requirements of the statute, 
because the statute is to be construed 
liberally so as to safeguard “‘the position 
which those like the appellee have 
struggled to obtain in our transportation 
system. ‘To freeze them into the precise 
pattern of their prior activities as was 
done here may not only alter materially 
the basic characteristics of their serv- 
ice,” but it may constitute “‘a denial of 
their statutory rights.” 

Because considered unclear, the pre- 
cise grounds on which the Commis- 
sion determined that particular com- 
modities could be transported by this 
carrier, and that some of them could not 


be carried between stated points, and 


% Ibid. 
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because the Court found it impossible 
to say whether the standards set forth in 
the FMCA had been applied by the 
Commission to the facts of this case, the 
district court order setting aside the 
Commission order was affirmed by the 
Supreme Court. 

The Court emphasized that Congress 
had set up statutory standards pursuant 
to which grandfather rights should be 
granted, denied that either Commission 
or courts could deviate from these 
standards, reminded that court review 
of ICC action is provided in order to 
protect policy established by Congress, 
and admonished that judicial review 
includes ‘‘certainly . . . an inquiry as 
to whether the Commission has em- 
ployed those standards.” It suspected 
that an erroneous construction lies hidden 
in vague findings, and viewed statutory 
rights melting away under such impact.?® 

We are assured that no intrusion of 
the administrative domain results from 
the Court insistence that Congressional 
requirements as to findings essential to 
and basic for the Commission action must 
be met. “Only when the statutory 
standards have been applied can the 
question be reached as to whether the 
findings are supported by the evidence.?¢ 
That is why we cannot say that the 
Commission would be justified in placing 
the same restrictions on the certificate 
in this case had a correct construction of 
the statue been taken.’’?7 

In concluding its argument the Court 
refused opinion as to the scope of the 
certificate which would be granted, 
holding that to reach such an opinion 
involves a weighing of evidence and 
“the exercise of an expert judgment 
of the intricacies of the transportation 
problems which are involved.. That 


28 Id., at 489 and 983, respectively. 


26 Sufficiency, insufficiency, and incompleteness of evi- 
‘dence to support the findings of the National Labor Relations 
Board over a decade of developments I have presented in 
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function is reserved exclusively for the 
Commission. Our task ends if the 
statutory standards have been properly 
applied.” 

In sharp dissent Justices Jackson and 
Frankfurter accused the Court of doing 
lip service to the doctrine of Court re- 
fusal to disturb the judgment of the 
Commission on a matter delegated to it 
unless the circumstances deemed by the 
Commission to bring an applicant within 
the regulatory orbit are “‘so unrelated 
to the tasks entrusted by Congress to the 
Commission as in effect to deny a 
sensible exercise of judgment.” They 
ridiculed upsetting the Commission by 
such petulant quibbling of the Court as: 
“We have our doubts,” ‘“‘We are not 
confident,” ‘‘We are not satisfied; they 
see the Court putting on the Commission 
the burden of proof rather than on those 
who contest the validity of an adminis- 
trative decision on whom rests the obli- 
gation “‘to satisfy the Court that the de- 
cision is wrong.” Having told the Com- 
mission what it thinks of its mishandling 
of the law the Court is shamed by the 
dissenters for its now refusing “‘to tell the 
Commission what it [the Court] thinks 
about the evidence until the Commission 
{under the remand order] tells what it 
thinks about the law.”?® 

For being “not confident of the ICC 
applying to this irregular route carrier 
the same test on the commodities which 
is applied to regular route carriers,” the 
dissenters chided the Court with “we 
cannot be confidently unconfident.” The 
ICC was defended for making the differ- 
ences inherent in the two types of service 
the basis of distinction between the ir- 
regular and regular route carriers. That 
agency received credit for having tested 
“Evidence in NLRB Cases in the Supreme Court,” Cornell 
Law Quarterly, March 1945, pp. 350-71. 

27 United States v. Carolina Freight Carriers Corp., 315 U.S. at 


490; 86 L.Ed. at 983. 
28 Jd., at 492 and 984, respectively. 
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the two types by the regularity and sub- 
stantiality of their actual operations, a 
test by which the two types may have un- 
equal abilities to comply. But to reach 
such different results on such different 
facts did not imply either the use of differ- 
ent legal standards or discriminatory 
application. Quoting from a Congress- 
sional source,?® the dissenters observed 
that administrators of the statute ‘“‘must 
be aware, as the framers of it were, that 
that the ‘grandfather clause . . . has been 
fixed in fairness to bona fide motor 
carriers now operating on the highway 
and limited so as to prevent speculation 


2 99 


which is highly important’. 

Propriety of the statutory purpose and 
of the Commission effort to effectuate it 
in the Carolina Freight Carriers case 
received special attention by the dis- 
senters: 


“In trying to limit the injury caused by the 
transition from a purely private enterprise to 
a regulated public service industry, the 
general plan was to preserve to private 
owners the transportation values evidenced 
by the actual conditions of operations on 
June 1, 1935, and to exempt them from 
meeting the requirements cf ‘public conveni- 
ence and necessity’ as to such operation. 
Those who obtained such ‘grandfather’ 
rights are not, however, limited to them. 
They may expand their territory or extend 
their services by proving that public con- 
venience and necessity will be served thereby. 
Thus the scramble for ‘grandfather’ rights 
represents the effort to preempt territory and 
service privileges without submitting to the 
test of the public interest. Public interest 
would be defeated at its very outset if the 
Commission permitted the bulk of the 
industry to escape the public interest by 
inflated claims under the ‘grandfather’ 
clause. The nature of the general task of 
reducing the claims of ‘grandfather’ rights 
to defined and reasonable limits consistent 
with the plan of public regulation is disclosed 
by the record in this case.” 

**Report of the Committee on Interstate and Foreign 
Commerce, H. Report 1645, 74th Cong., 1st Sess. 


© Though direct litigation on authorization of bona fide 
Motor carriers is presumed a fait accompli, our detailed con- 
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Further chiding of the Court and 
defense of the Commission were made 
by the dissenting duo: 


“When a carrier claims grandfather rights to 
serve the Atlantic seaboard as a general 
common carrier with equipment consisting, 
on the critical date, of eight trucks, the 
Commission is obviously forewarned that it 
must guard against granting franchise privi- 
leges that will result in their having a specu- 
lative value to the carrier rather than a 
service value to the public. The Commission 
was quite right to take the measure of the 
territory and service of such a claimant and 
to give him a certificate covering his actual 
substantial operations. We should not 
substitute our own wisdom or unwisdom for 
that of the administrative officers who have 
kept within the bounds of their administra- 
tive powers.” 3° 


In many respects Howard Hall Co. v. 
United States*' constitutes a companion to 
Carolina Freight Carriers case. A re- 
quested area of destination consisting of 
a 100-mile radius of Birmingham was 
reduced to a 10-mile radius on showing 
that prior to critical date only 55 ship- 
ments were made to or from the 100- 
mile radius as against 875 to and from the 
city itself, and that after the critical date 
only 270 shipments were handled for the 
adjacent area against more than 2000 
for the city itself. Denying the argu- 
ment that since service is allowed to and 
from all points in each of the several 
states (which was part of the certificate 
request actually granted by the ICC) 
similar authorization service to all points 
in the 100-mile radius of Birmingham 
must be granted, the Court observed that 
earlier operation to various points in a 
region may or may not warrant author- 
ization of service throughout the whole 
region. 


sideration of the principal case finds justification in the 
intricately involved operational situation, basic considera- 
tions chosen by the majority, and sharp dissent therefrom by 
the minority, and the possible future application of official 
experience here to regulation of other activities. 


31 315 U.S. 495; 86 L.Ed. 986 (1942). 
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Citing the Alton and Carolina Freight 
cases, the Court observed that “the 
precise geographical pattern for future 
operations is the product of an expert 
judgment based on the substantiality of 
evidence as to prior operations; the 
characteristics of a particular type of 
carrier, the capacity or ability of the 
applicant to render the service, and the 
like.” The Court insisted that the ICC 
reduction of the 100-mile radius request 
to a 10-mile radius destination zone 
rested on the above standards; therefore, 
it approved the restriction.*? 

Grandfather common carrier appli- 
cant Hall fared differently relative to the 
commodities authorization. Though he 
had held out as carrier of general com- 
modities prior to critical date, he had 
actually transported only particular com- 
modities; the Commission restricted al- 
lowable commodities to those actually 
carried previously. On this restriction 
the Court refused to pass judgment, say- 
ing, as in the Carolina Freight case, that 
requisite findings to support this limita- 
tion were lacking. ‘““The mere fact that 
particular commodities had never been 
transported between designated points 
in that territory would not mean that 
authority to haul them between such 
points should be withheld.” Acknowl- 
edging that the status of an appli- 
cant may vary from one part of the 
territory served to another part, and that 
applicant may have restricted himself to 
hauling particular commodities, the 
Court was not “‘clear that the Commis- 
sion had applied those tests in this 
case,” and concluded that the ICC had, 
in its determination of the question, 
relied improperly on one** of its two 
earlier conflicting decisions, and re- 
manded to the Commission the com- 


32 Jd., at 498-9 and 990, respectively. 
33 Re Powell, 9 MCC 785. 
34 282 U.S. 194, 75 L.Ed. 291. 
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modities limitation in order that the 
basic and essential findings required 
under the rule in Florida v. United States 
could be made.** 

Further consideration of ‘“‘territory” 
within which bona fide operation was 
carried on at eligibility date appears in 
Alton Railroad et al. v. United States. 
Though applicant Fleming had delivered 
new motor vehicles from Detroit factories 
to only a few points in specified states, 
prior to eligibility date, he obtained 
certificate authorization to operate over 
irregular routes through specified states. 
Seventy-one railroads joined in petition 
for injunction against allowing Fleming 
the “expanded” service, contending that 
he should be limited to serving the points 
he served during the critical period. 

Recognizing the gravity of the ICC 
authorization to operate “in an entire 
state in which only a few points had been 
served,” the Court held “territory” not 
to be a word of art. “Characteristics of 
the transportation service involved as 
well as the geographic area serviced are 
relevant to territorial scope of the opera- 
tions which may be authorized under 
the grandfather clause.” Admitting “ac- 
tual rather than potential or simulated 
service” to be included in the test for 
bona fide service, the Court declared the 
test “does not necessarily restrict future 
operations to the precise points or areas 
already served.” Characteristics of the 
particular service offered may produce 
irregular or sporadic trips to any particu- 
lar locality, whereas these characteristics 
may have limited the earlier operations 
to just a few points in a wide area the 
carrier was willing to serve. 

This recognition of characteristics of 
the many transportation services in de- 
termining the extent of territory covered 


25U.S. 500-1, 86 L.Ed. 991. Jackson and Frankfurter 
dissented on grounds stated in their dissent in Carolina 
Freight Corporation case. 
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by the grandfather clause accounts for 
the Commission’s certification of com- 
mon carriers of household goods over 
irregular routes within a wide territory, 
similarly for oil-field equipment and 
supplies, and earlier likewise concerning 
transporters of new automobiles. The 
ICC authorized continuance of appli- 
cant’s automobiles-delivery service to all 
points in 24 western states because of the 
nature of the applicant’s holding out in 
the critical period; authority for its 
exercise of judgment is acknowledged by 
the Court, and the ICC exercise of the 
power favorable to Fleming received 
Court approval. 

To the special objection of the rail- 
roads that Fleming should be allowed 
no grandfather rights to deliver to points 
in California, Washington, and Oregon, 
the Court answered that he had made 
some deliveries therein before June 1, 
1935, and some therein since, and that 
the ICC was within its authority in 
holding this fact sufficient evidence of 
bona fide operation. *° 

(D) Certificating Service Additional to 
That Requested. Two months before 
eligibility date a carrier who subse- 
quently applied for a grandfather certifi- 
cate began offering particular additional 
service in interstate commerce between 
points within Minnesota. After apply- 
ing for a certificate covering the total 
service, applicant withdrew request for 
the above portion. Having found that 
the particular additional service was, 
like the rest, warranted by public need, 
the ICC included in the certificate that 
portion for which applicant had with- 
drawn request. Accepted by the appli- 
cant, the certificate was subsequently 
attacked by a railroad company denying 
the ICC power to authorize the “un- 


38 Alton Railroad Co. v. United States, 315 U.S. 15; 86 L.Ed. 
86. 


37 Citing Section 208 (a) 49 Stat., 49 USCA, 308A, 10A, 
FCA, Title 49 308 (a). 
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sought” service. The court found war- 
rant for such authorization in the Com- 
mission authority to specify in a certifi- 
cate “such reasonable terms, conditions 
and limitations as the public convenience 
and necessity may from time to time re- 
quire, including terms, conditions, and 
limitations as to the extension of the 
routes of the carrier.’’37 

Where substantial evidence supports 
the Commission findings that public 
convenience and necessity justifies grant- 
ing certificates for more service than was 
sought, courts cannot substitute their 
own inferences for those drawn by the 
Commission from testimony; nor should 
the Court attempt “to weigh anew the 
conflicts” in such testimony.** 


(E) Railroad Becomes Motor Common 
Carrier: ‘Control and Responsibility Test.” 
The 1935 statutory definition of common 
carrier by motor vehicle as any person 
who undertakes “whether directly or by 
lease or by any other arrangement to 
transport passengers or property for the 
general public by motor vehicle” was 
significantly changed by the amendment 
of September 18, 1940, to mean any per- 
son which holds itself out to the general 
public to engage in transportation by 
motor vehicle in interstate or foreign 
commerce of passengers or property or 
any class or classes thereof for compensa- 
tion whether over regular or irregular 
routes. *® 

Prior to July 1, 1935, Chicago and 
Northwestern Railroad made contracts 
with motor truck operators to haul I.c.1. 
freight between various stations of the 
railroad. Twenty-three of these routes 
were parallel and substantially adjacent 
to the railroad lines. Resort to this 


38 Chicago, St. Paul, Minneapolis, & Omaha Railroad v. United 
States, 322 U.S.; 88 L.Ed. 1095 (1944). 

** Opinion of Justice Douglas in 86 L.Ed. 979, citing 
Section 203 (a) (14) as amended by Act of September 18, 
1940, Ch. 722, Sec. 18 (a), 54 Stat. at L. 920, 49 USCA, 
Sec. 303 (a) (14). 
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method of transportation was made to 
provide ‘“‘an improved and more con- 
venient freight service to the public in 
certain areas of light traffic, and in order 
to curtail car mileage and way freight 
service.” 

The railroad neither owned nor leased 
any trucks, and did not employ any 
personnel to operate the trucks. The 
service announced to the public func- 
tioned like this: Freight solicited by the 
railroad was transported on the trucks 
and under railroad bills of lading. 
Shippers were informed that shipment 
would cost the published railroad tariff, 
though they do not know whether ship- 
ment will go entirely by truck or partly 
by rail. The railroad kept direct and 
complete control of moving and handling 
the freight, coordinated the schedules of 
the trucks with those of its freight trains, 
and designated the “‘amount and particu- 
lar freight to be moved.” ‘Truck opera- 
tors issued no bill of lading, and had no 
relationships to the senders or recipients 
of the goods hauled. Railroad and truck 
workers loaded the freight at freight sta- 
tions, and the railroad agent issued 
manifests to the truck drivers who in 
turn obtained signatures thereto from 
the railroad agent to whom the load was 
delivered. 

This transportation was effectuated 
under contracts obligating the operators 
(not drivers) to provide vehicles satisfac- 
tory to the railroad to haul between 
stated freight stations according to rail- 
road-fixed schedules, and to provide 
service satisfactory to the railroad. Oper- 
ations were conducted under the con- 
tractor’s own name, the trucks not dis- 
playing the railroad’s name. Contrac- 
tors agreed to comply with state, federal 
and local laws, and to indemnify the 
railroad for failure to do so, and “‘for all 
loss or damage of any kind resulting from 
the operations of the motor vehicles,” 
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contractors agreed that the railroad 
should obtain “liability insurance and 
property damage insurance on all vehicles 
at the contractor’s expense up to a 
specified amount.” The railroad re- 
tained an option to substitute other 
service for that of the contractors, should 
roads become impassable. 

In due course the railroad asked the 
ICC to certificate the railroad under the 
grandfather clause for these motor truck 
operations. The Commission found that 
under these contract provisions the opera- 
tions involved were “those of others as 
common carriers by motor vehicle in 
their own right and not those of appli- 
cant” railroad, and denied the grand- 
father certificate. This decision of the 
ICC was sustained by the district court 
as being “lawful and supported by sub- 
stantial evidence.” 

On review*® the Supreme Court held 
the Commission in error, not from lack 
of substantial evidence, nor from im- 
proper exercise of discretion, but because 
the Commission incorrectly applied to 
the facts of the case “‘the statutory pro- 
visions and Congressional intention re- 
lating to ‘grandfather’ rights of common 
carriers by motor vehicles.”” To sustain 
the position thus taken the Court ad- 
vanced these chief points: 


(1). The motor vehicle transportation is 
simply a new method of performing the 
all-rail freight service. 

(2). “Congress did not intend to grant 
multiple ‘grandfather’ rights on the basis of 
a single transportation service,” and conse- 
quently that “where a person holds himself 
out to the general public to engage in a single 
transportation service, consisting entirely or 
in part of motor vehicle operations, he is ‘a 
common carrier by motor vehicle’ within 
the contemplation of the statute.” Congress 
intended that only such an applicant should 
receive grandfather rights on the basis of that 


«© Thomson (C&NW trustee) v. U.S., 321 U.S. 19; 86 L.Ed. 
979. 
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single service under Section 206 (a) of the 
act. 

(3). There is no contention that anyone 
besides the railroad proposes to provide the 
general public “a single and complete trans- 
portation service to and from all points on 
its lines.” The motor service offered con- 
stitutes an integral part of the complete 
service, is fully synchronized with train 
service, and possesses none of the “elements 
of an independent service offered on behalf 
of the motor vehicle operators;”’ the service 
“can be replaced or eliminated at the sole 
discretion of the railroad.” 

(4). Since the moter vehicle service in- 
volved constitutes a component part of 
rail service, and is supplemental to it, such 
service cannot be labeled freight broker or 
forwarder. Nor is the motor vehicle service 
either consignor or consignee of the freight. 
The railroad holds full responsibility to the 
shipper. Operators of the motor service are 
“independent” in name only, merely per- 
forming as they dc, “part of the railroad’s 
coordinated rail-motor freight service.” 

(5). The set-up involved constitutes an 
“other arrangement” specified in the original 
act and under the 1940 amendment defini- 
tion of motor common carrier, the railroad is 
serving the general public with freight trans- 
portation “‘as part of its overall rail-motor 
freight service,” and establishes the railroad 
as a “common carrier by motor vehicle 
within the meaning of the Act.” 

(6). The railroad alone is entitled to the 
certificate on the grandfather basis for the 
motor transportation constituting an integral 
part of its unified service. To hold other- 
wise would result in 23 certificates to motor 
operators now functioning in a single trans- 
portation service. Such a result wculd not 
comport with the Congressional purpose of 
regulation. 


(7). The Commission is correct that the 
certificate in this situation should go to the 
one who exercises the direction and control 
of the motor operations, and assumes full 
responsibility for them to shippers and the 
general public. Beyond that the “control 
and responsibility” test is disapproved. The 
Commission errs, however, in discovering 


‘1 Quoting from Carolina Freight Carriers Case, 315 
U.S. 475; 86 L.Ed. 971. 
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this control and responsibility in the motor 
vehicle operators; instead, the statutory pro- 
visions and Congressiona! intent put that 
“control and responsibility” in the instant 
case in the railroad. 


Consequently, district court dismissal 
of petition to enjoin the ICC order deny- 
ing certificate to the railroad was re- 
versed, and the cause remanded to the 
district court with direction to remand 
in turn to the ICC for appropriate action 
pursuant to the Supreme Court opinion.. 

Justices Douglas and Black, dissenting, 
insisted that close integration between 
the motor service involved and the rail 
service does not mean that segments of 
the line-haul operations may not com- 
prise separate enterprises. They deny 


that multiple rights would result from 
attaching grandfather rights to the sepa- 
rate segments of operations. To so at-. 
tach would allow “‘those rights to follow 
ownership of the enterprise.”” They saw 
no other way to protect “‘by the grand- 
father clause the position motor vehicle. 


operators struggled to obtain in our na- 
tional transportation system.’*! They 
held that to rest grandfather rights on 
the integrated rail-motor service offered 
by the railroad is to grant to the railroad 
rights based on another man’s business. 
To certificate the railroad on the basis of a 
holding out “‘is to give the 1940 amend-. 
ment an effect which the Congress con- 
cededly did not intend.” Convinced 
thus that certificating the appellant rail- 
road gives it a preferred position con- 
trary to the intention of Congress, the 
dissenters concluded that the ICC appli-. 
cation of the control and responsibility 
test should be sustained. 

(In the August issue of LAND ECO- 
NOMICS the author will discuss the inter-. 
pretation of grandfather rights for contract: 
carriers.—Editor) 
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The Dominance of the Metropolis 


THE phenomenon of the modern metropo- 
lis has béen the subject of many investiga- 
tions by sociologists, city planners, and others. 
These studies have been focussed primarily on 
the history and on the internal structure of 
the metropolitan area. Much less attention 
has been paid to its relation to the rest of the 
country, though it has been evident that there 
is emerging a new unit, neither “town” nor 
“country” in the traditional sense, but par- 
taking of elements of both, vaguely called the 
“metropolitan region;” and that such units 
are drawing into their orbit more and more 
of the surrounding area, tending to transform 
all of the territory of industrial nations into a 
series of contiguous metropolitan ‘‘water- 
sheds” or “solar systems,’ with their 
“planets,” in turn, dominating secondary 
and tertiary systems. Walter Christaller, a 
German economist and geographer, has at- 
tempted to define these relations for a rela- 
tively small area which for many centuries 
has been densely covered by urban centers.! 
Now an American scholar, Don Bogue, using 
scmewhat different methods, has undertaken 
a comparable study on the continental scale 
of the United States with its much younger 
and more fluid pattern of settlement.? 
While Christaller, characteristically, pro- 
ceeds from the smallest centers, the country 
towns, to progressively larger units, the 
American author starts from the big metro- 
politan centers, with only a casual glance at 
the role of the “subdominant” cities. 
Mr. Bogue’s study was undertaken under 
the dual auspices of the University of 
Michigan’s Institute of Human Relations 
and the Scripps Foundation for Population 
Research. Its aim is “to determine whether, 
in the course of their rise to great size, cities 
which are considered to be metropolitan 
centers have also become focal points of a 
much larger entity with a definite pattern or 
structure the ‘Metropolitan Com- 
munity’.” The author adopts the working 


1 Walter Christaller, Die Zentralen Orte in Stiddeutschland, ed. 
by Gustav Fischer (Jena: 1933). 


hypothesis that this “metropolitan com- 
munity” is not limited to the immediate 
surroundings of the metropolis, such as the 
U. S. Census “Metropolitan District,” but 
extends much farther so that the entire nation 
can be analyzed as a group of “metropolitan 
communities,” each composed of a dominant 
“metropolitan center” and a “hinterland” 
which normally includes “subdominant” hin- 
terland cities, and which is characterized by 
a typical division of labor between the center 
and the various portions of the hinterland. 

Mr. Bogue selects 67 cities as metropolitan 
centers. His criteria are first, a minimum 
size of 100,000 inhabitants—raised to 250,000 
in the northeastern states—and, second, a 
sizable hinterland, excluding large cities in 
the immediate vicinity of larger ones. The 
boundaries of the metropolitan communities 
have been determined by lines drawn per- 
pendicular to straight lines connecting the 
centers at the midpoints of these connecting 
lines (with adjustments for political boun- 
daries). The extension of the hinterland is 
thereby treated as independent of the size of 
the center—an obviously unrealistic as- 
sumption, which, however, would lead to 
serious distortions only if distances between 
centers were smaller than the radius of in- 
fluence. The hinterland of each center is 
divided, first, into 9 areas delimited by con- 
centric circles from ‘0-24 miles” to “465 & 
over,” and second, into twelve “sectors’’ of 
30 degrees each. These sectors are broken 
down into “intermetropolitan” sectors, con- 
taining a main highway connecting two 
metropolitan centers, and others; the others 
are in turn broken down into those contain- 
ing cities of 25,000 or more inhabitants, 
called “subdominant,” and the remainder, 
called “local.” However, no such differenti- 
ation is made among the “‘intermetropolitan” 
sectors, which account for more than half of 
the total. 


* Don J. Bogue, The Structure of the Metropolitan Communi!y: 
A Study of Dominance and Subdominance (Ann Arbor: 
University of Michigan, 1949), pp. 210. 
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A number of variables presumably measur- 
ing metropolitan dominance have then been 
tabulated for all communities and analyzed 
by size of metropolitan center, sector type, 
distance from center, and size of local com- 
munity. The variables selected are: density 
of total population and of urban, rural-non- 
farm, and farm population, and four “‘susten- 
ance activities,’ manufacturing, wholesale 
trade, retail trade, and services, all based on 
1940 census data. 

An enormous amount of material has been 
assembled and a great variety of cross- 
tabulations have been made, many of them 
highly significant. Not all of the interesting 
facts, hidden in the tables, have been brought 
out. From Table 4-1 (p. 69), for instance, 
it can be derived that in 1940 no less than 
40.9%, 50.9%, and 60.9% of the entire 
population of the United States lived within 
25, 45, and 65 miles, respectively, of the 67 
metropolitan centers. 

The author’s main conclusions are: 


(1) Metropolitan centers dominate their hinter- 
land to the remotest corners of the national 
territory, as evidenced by a fairly even down- 
ward trend of population density. 

(2) Of the four non-extractive sustenance activi- 
ties, wholesale trade is highly concentrated 
and retail trade slightly concentrated in the 
central city: manufacturing is slightly higher 
in a 65-mile belt surrounding the central city, 
while services show a gradual decrease as 
distance from the center increases. 

(3) The fact that these 4 sustenance activities are 
under-represented in the peripheral areas of 
the hinterland indicates that the hinterland is 
dependent on and dominated by the central 
city. 

(4) The “‘intermetropolitan” sectors show higher 
indices than the “‘local”’ ones; this is attributed 
to the inter-metropolitan highways acting as 
conductors of metropolitan dominance. 


Mr. Bogue’s conclusions under 3 and 4 
appear to be rather dubious. If the peripheral 
areas show lower-than-average ratios of the 
four sustenance activities, they may, pro tanto, 
not be supplied at all, rather than being 
supplied by the metropolitan center; in 
addition, it is common knowledge that such 
needs, notably in manufacturing, may be 
supplied by sources other than the nearest 
metropolitan center. The hypothesis of 
metropolitan dominance of even the most 
distant area is not confirmed by an analysis of 
the ratio of non-farm to farm population by 
distance zones from the nearest metropolis, 
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U. S. 1940 (excluding population of metro- 
politan center city). The table following is 
not presented by the author, but can easily 
be derived from his table 4-3, p. 75. 


Ratio Non-Farm to Farm 
Population (farm pop. = 100) 


Distance 
from Center 


This certainly does not indicate domination 
beyond 165 miles. 

As to the “intermetropolitan” sectors, it 
must be noted that they are, by definition, a 
mixture of sectors with and without cities 
over 25,000; as such, they would be expected 
to occupy an intermediate position between 
the “subdominant” and the “local’’ sectors. 
This is exactly the position they do occupy 
and it is neither necessary nor justified to 
attribute their characteristics to any “inter- 
metropolitan” influence. In addition, as 
inspection of a map shows, many metropoli- 
tan centers in the U.S.A. are lined up along 
coast lines and river valleys, so that many 
‘intermetropolitan” areas partake of the 
same locational advantages which gave rise 
to the development of the centers. 

The strange failure of the book to present 
a map showing the centers and their hinter- 
lands is evidently deliberate, as the book is 
quite lavishly equipped with graphs and 
charts. Apparently it was intended that this 
study should be entirely quantitative, using 
purely statistical methods, to the exclusion of 
all geographical considerations. The author 
states that the number of units, 67, is suffi- 
cient to make valid statistical deductions. 
However, even a cursory inspection of the 
location of these centers raises serious doubts. 
Half of all the centers, 33 out of 67, are 
located within a quadrangle roughly de- 
scribed by its corners at St. Louis, Milwaukee, 
Boston, and Richmond; these 33 include 12 
of the 14 centers with 500,000 or more 
population, the other two being Los Angeles 
and San Francisco. Within this quadrangle, 
distances between centers generally do not 
exceed 120 miles, so that they are not 
represented in the data for any concentric 
zones beyond 115 miles except for a few 
pieces in the Alleghenies and in the forest 
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areas near the Canadian border. On the 
other hand, the greater part of the area at 
distances from centers ranging from 115 to 
265 miles is located in the agricultural South 
and West; while practically all areas at dis- 
tances over 265 miles are located in the 
Mountain States. Thus, in comparing data 
for various distance zones, the author is ac- 
tually rot comparing the influence of the 
same center, or group of centers, at smaller 
and greater distances, but is comparing the 
characteristics of areas close to the centers of 
the industrial Northeast with characteristics 
of areas farther distant from a center in other 
regions of the U.S.A.! Nowhere in the book 
is there any indication of the possible distor- 
tion of the results due to these regional 
differences, nor are adequate data presented 
which would allow to measure their influence. 
However, inspection of a map indicates that, 
while 61 of the 67 centers are represented in 
all zones up to 65 miles, only 48 have any 
significant share in the areas between circles 
65 and 115, only 30 in those between 115 
and 165, 24 in those between 165 and 265, 
and 13 in those beyond 265 miles. 

These facts throw a significant light on 
some other data presented in Mr. Bogue’s 
study. Most variables show a steep decline 
from the central city outward to a 35-mile 
circle, and again beyond a 65-mile circle, 
with a “plateau” in the zone between the 
35- to 65-mile distance. The author dis- 
cusses this phenomenon, but minimizes its 
importance as temporary. However, as 
practically the entire area of the industrial 
Northeast lies within the 65-mile zone, the 
“plateau” may well represent the pattern 
characteristic for the entire area, with isolated 
metropolitan “peaks” rising steeply above 
this level, without extending their influence 
much beyond the 35-mile circle. Only the 
very large metropolitan centers of 500,000. or 
more population do not show this “plateau,” 
suggesting the desirability of a separate in- 
vestigation of metropolitan communities 
“dominated” by these large centers. 

The “plateau” hypothesis, tentatively sug- 
gested by this reviewer, could be confirmed 
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or disproved only by analyzing separately the 
data for each region of the United States. 
The author does present some data separately 
for the Northeast, North-Center, South, and 
West regions. Of these, only the South is 
about equally well represented in all zones 
up to 265 miles—and for the South all 
significant variables remain constant beyond 
the 35-mile circle! 

These data seem to indicate roughly the 
following picture: the agrarian South is 
characterized by a relatively even level of 
population density and of non-extractive 
sustenance activities; it sustains metropolitan 
centers from 100,000 to 500,000 population at 
distances averaging about 200 miles. The 
industrial Northeast is characterized by a 
higher level of these characteristics; it sustains 
metropolitan centers from 250,000 to several 
millions of populaticn at distances averaging 
about 100 miles. 

The author explicitly rejects the thesis that 
an area may ‘“‘sustain” a certain pattern of 
urban centers. Though he quotes Gras’ 
statement that “interdependence of parts is 
really the key to the whole thing,” his 
language throughout the study implies a 
causal relationship between the “dominant” 
center and the pattern of the hinterland. 

This reviewer is not prepared to say that 
Mr. Bogue’s interpretation is wrong or that 
the alternative hypothesis, as sketched above, 
is correct. He feels, however, that the data 
presented by the study are insufficient to de- 
cide this question. The number of metropoli- 
tan centers is too small and their “habitat” 
is too varied to make it possible to obtain 
valid answers by using exclusively methods 
of statistical analysis. The results obtained 
by these methods should be correlated with, 
and tested by, geographic investigations of 
individual communities. It seems that in 
this field, as in so many others, genuine 
progress is dependent on co-operation be- 
tween various scientific disciplines. 


Hans BLUMENFELD 


Philadelphia City Planning Commission 
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Hidden Dimensions of Neighborhood Planningt 


The Function of Neighborhood Planning 


NEIGHBORHOOD planning is an at- 

tempt to make spatial arrangement 
subservient to social function. Two different 
dimensions are involved, the spatial and the 
social. ‘The multiplicity of social purposes, 
as a matter of fact, makes it desirable to 
break down the social dimension. We have 
neglected to do so in the past. We have 
tried to force the one-dimensional category 
of space upon a hierarchical structure of 
social relations. 

In the last analysis, of course, we have to 
reduce a multitude of social contexts to the 
flattened plane of physical construction. 
More than one social dimension is involved. 
Not to recognize this is to operate by way of 
foregone conclusions. Empirical observation 
—if there has been any—has started out by 


delimiting a contiguous patch of the urban 
fabric and recording activities sustained in 


such an area. In this manner, important 
social dimensions were hidden. Information 
about other social relations than those now 
contained within a contiguous residential area 
has been lost. 

Superficial and misleading, indeed, is the 
thinking of neighborhood planners who 
force the discussion into a framework where 
nothing remains but either to acclaim or to 
disapprove of the desirability of residential 
propinquity and close neighborhood facilities. 
The question is raised whether we should 
have urban neighborhoods or not. Yet, the 
question is rather what urban facilities should 
be provided for what service-radius. If the 
service-radius happens to coincide for several 
of such facilities, it will be advantageous to 
integrate them into a unified plan. On the 
other hand, to start with the assumption that 
such integration will have to be related to 
the walking-distance neighborhood, is to 
operate from a foregone conclusion. 


t This article is based on a paper which the author read 
at the annual institute of the Society for Social Research at 
the University of Chicago, August 1949. 


Even the planner’s conception of space is 
often unduly simplified. Space is conceived 
as a barrier to social contact. This is true 
only as long as we ignore the possibility of 
effective means of transportation. If we 
ignore transportation the problem seems 
indeed simple. Space, we know, has the 
vemarkable quality of being pre-empted by 
physical construction. It can be occupied 
only once. The city planner, then, may 
proceed on the principle that the distance 
between different land uses should be in- 
versely related to the frequency of contacts 
between them. Distance and social function 
are to be reconciled in such a manner as to 
minimize time and labor. In this manner 
it is possible to encourage some and to dis- 
courage other intra-urban contacts. 

Now, the relationship between space and 
social contact is not quite as simple as all 
that. Space presents a barrier to contact, to 
be sure, but to a certain extent space can be 
conquered by various means of efficient 
transportation. Distance should be read, by 
the city planner, in terms of commuting 
time. Ordinary, geographical maps do not 
tell the whole story about the advantages and 
disadvantages of different planning alterna- 
tives. In the perspective of the individual 
urban resident, commuting facilities distort 
the geographical outlay of physical construc- 
tion. Still, not all social contacts are of such a 
nature as to be accommodated by technical 
transportation facilities. Urban neighbor- 
hood planning, as a matter of fact, has con- 
cerned itself largely with activities that shy 
away from the use of technical means of 
transportation. They are centered around 
the activities of young children and the 
informal relaxation of adults. 

This does not imply that neighborhood 
planning should be entirely and exclusively 
based upon the assumption that special ad- 
vantages accrue from the avoidance of other 
than pedestrian means of transportation in 
the private life of the city dweller. In the 
current discussion these advantages are 
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sought in the primary group contacts so es- 
tablished. It is assumed that such primary 
group contacts will activate means of informal 
social control which have held various symp- 
toms of sccial disorganization at a relatively 
low level in the American small town. 

We do no know and have good reason to 
doubt that the above assumptions coincide 
with conditions that are prevailing in fact. 
We have no clear evidence that informal 
means of social control in the American small 
town actually do have a restrictive influence 
upon deviant behavior such as crime, im- 
morality, etc. We are not sure that the 
means of enforcement are informal and 
based upon close residential contacts. Nor 
do we know for sure that such deviant be- 
havior is actually kept in check; perhaps the 
non-conforming members of the group mi- 
grate to the nearest large city rather than 
change their behavior. We have no evi- 
dence, either, that the informal controls of 
small-town living can be effectively trans- 
ferred to a large-city environment. The 
introduction merely of the elements of resi- 
dential propinquity and repetitive social 
ccntacts does not recreate the relations and 
social controls which are said to be found in 
smaller communities. 

Some empirical facts have been collected 
to throw light upon the validity of the custom- 
ary assumptions underlying our enthusiasm 
for the neighborhood unit plan. 


Neighboring in the Small Town 


At closer inspection (based upon an ex- 
amination cf a collection of documentary 
material) we find that life in the contempo- 
rary small community is not nearly as 
commendable as it will appear in the wishful 
thinking of those planners who arrive at their 
image of the small town by way of contrast 
to urban conditions which they have known 
to be undesirable. To be sure, on Main 
Street everybody knows what everybody else 
does, and what he doesn’t know he is not 
afraid to ask about. We have reason to 
doubt, however, that it is merely a matter of 
informal controls. We have reason to doubt 
that gossip and informal approval or disap- 
proval will suffice in this environment to 
keep the members of the community “in line.” 

Documentary materials do not indicate 
that standards cf good conduct are more 
deeply embedded in the mind of the small 
town dweller as compared to that of the city 
slicker. Not by more thorough internaliza- 
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tion of folkways and mores, but by the brute 
force of economic pressure, by threats and 
anxieties, are the denizens of Main Street 
forced to adhere to standards of which they do 
not necessarily approve. The high school 
principal trembles for his job, the minister’s 
son is afraid to behave like any other boy 
lest he endanger his father’s position; and the 
businessman conforms to local prejudice to 
retain patronage within the limited range of 
potential customers. Bonds of mutual eco- 
nomic interdependence achieve the enforce- 
ment of those standards of behavior which 
keep the divorce rate low and curtail the 
spread of juvenile delinquency. 

Deviant behavior has no chance for 
economic survival in the small town. Nor 
is there need for deviant behavior in the 
small town as long as there is the opportunity 
for migration into the anonymous environ- 
ment of the nearby metropolis. Residential 
propinquity and the use of common neighbor- 
hood facilities in the large city will not 
duplicate those conditions which—in the 
small town—have stemmed the tide of social 
disorganization. 

The lure of the city is felt keenly by the 
younger residents of the small community. 
The children’s needs for recreational facili- 
ties are notoriously ignored by local poli- 
ticians. The public high school aids tempo- 
rarily in providing for the recreational needs 
of the teen-age group. The young married- 
group, again, is not sufficiently influential 
to demand consideration. No wonder our 
small communities see their populations 
drift away, a well-known tendency which also 
has to be considered as we avowedly try to 
duplicate idyllic small-town conditions in our 
metropolitan environment. When they drift 
away, as a matter of fact, these small-town 
dwellers turn their steps towards the large 
city because it offers a different set of advan- 
tages. 


In fact, neighboring patterns change with 
community size. Tentatively, we dare to 
make the following generalizations: (1) As 
we move from smaller to larger communities, 
gossip decreases and so does the importance 
of gossip as a means of social control. (2) 
With growing community size both church 
and school gain in importance as agencies 
which promote the unity of the community. 
In certain environments, they seem to fail in 
this task. (3) Recreational facilities increase 
and improve with community size. (4) 
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Speaking acquaintances in the larger com- 
munities become both less numerous and less 
intimate. (5) With increasing city size, 
taverns tend to lose importance as places of 
business and centers for social get-togethers. 
(6) With city size, the tendency grows to 
identify with a section rather than the entire 
scope of the community. (7) There is more 
tolerance in the large city but also less con- 
cern for the welfare of neighbors. 

These changes, however, are affected by 
other factors also than mere size of com- 
munity. The location of an industrial plant 
in a relatively small community will change 
the neighboring pattern more incisively than 
will mere growth in population. Then, as 
the community grows in size there are other 
changes in social relations which defy easy 
quantitative analyses. In the larger com- 
munities, leadership is based upon status, 
economic power and political influence; in 
the smaller communities it tends to be based 
on what—due to the lack of better knowl- 
edge—we have to call intangibles. Re- 
sourcefulness, emotional and intellectual in- 
dependence as well as the willingness to 
assist others with their problems, such are 
leadership qualities that will be rewarded in 
communities with relatively limited size. 

In the small community, the dimension of 
space is more or less irrelevant to social rela- 
tions. Space is no barrier when all physical 
construction is located within easy walking 
distance. This, of course, is true only for the 
extreme type. As the community grows in 
size, spatial relations become relevant to 
social convenience. Segregation sets in. 
Spatial arrangements become expressive of 
social relationships. 


Neighboring in the Large City 
The study of family contact patterns in the 
large modern city reveals only too clearly 
that “neighboring” is not one given thing. 
(This conclusion is based on a study of 


records on urban family contacts.) It de- 
pends upon definition whether the concept 
of “neighboring” should include higher edu- 
cation and contacts with voluntary associa- 
tions, whether it should be confined to casual 
chats over the back-fence, to visiting, borrow- 
ing or friendships. For the empirical scien- 
tist, the term “neighborhood” is woefully 
ambiguous. it] Hs 

The values of neighborhood planning are 
tied to hopes for the development of neighbor- 
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hood consciousness. Close identification with 
the residential neighborhood is expected to 
promote constructive citizenship and con- 
formity of behavior. What are the facts? 
What area does the city dweller identify with, 
and does his behavior promise susceptability 
to the purposes of neighborhood planning? 

Identification with spatial segments of the 
large city takes place on different levels. 
There is consciousness of belonging to one 
of the large sections of the city which are 
set off against each other by the general 
direction of rapid transit lines; they may be 
referred to as West, East, North and South. 
In general, these areas are too large to carry 
status associations. As a matter of fact, 
they have little importance beyond that of 
providing a superficial division of the down- 
town population crowding toward their 
means of transportation. 

On the other extreme, we encounter door- 
to-door contacts in the immediate vicinity of 
the individual dwelling unit. Now, the 
neighborhood that is established on the basis 
of borrowing, occasional chats, exchange of 
baby-sitting and nodding acquaintances, 
takes on a different shape for each individual 
city dweller. Schematically, it may encom- 
pass the right-hand and the left-hand 
neighbor and the family across the street of 
every urban family. There are chance 
variations of the pattern, and the extension 
of such neighborhood relations is apt to vary 
with interests and length of residence; yet, 
by and large, there is no concentric geograph- 
ical delineation of informal “neighboring.” 
These relations in the city tend to be of 
extremely superficial character, geared to 
the lowest possible denominator of every-day 
routine behavior. 


In between the large transportation area 
and the small area of routine residential 
contacts, there develops a sense of identifica- 
tion with some sort of a “roving” neighbor- 
hood that may be centered around the high 
school or some shopping district, sometimes 
delineated by either natural or man-made 
barriers. Awareness of the “roving’’ neigh- 
borhood must be considered as highly sub- 
jective as well as dynamic. Neighborhood 
consciousness is extended as the grade school 
child transfers to high school. The influence 
of the city high school upon neighboring 
practices, as a matter of fact, is considerable. 
The high school functions as a leverage 
point for the elimination or at least temporary 
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reduction of race and ethnic prejudice. The 
neighborhood is, at this point, where the 
high school friends are residentially located. 

Without a sharp definition in the mind of 
the investigator he may stumble into different 
kinds of neighborhood consciousness. It 
will pertain either to a large transportation 
district, enveloping the main lines of rapid 
transit, it may be confined to a cluster of 
dwelling units, in which the superficial routines 
of private living are shared, or it may extend 
to the roving neighborhood where individuals 
stray in search of friends, of somewhat 
specialized recreational activities and for 
membership in voluntary associations. Each 
individual will conceive of the roving neigh- 
borhood in many different ways according to 
that segment of activities which temporarily 
looms in the foreground of his mind. The 
importance of different activities, of course, 
changes with age and interests. Responses of 
the interviewee are apt to be subjective and 
unreliable. If we break down the vague con- 


cept of neighboring into specific activities in 
order to inquire into their range, we have to 
consider employment, education, daily and 
specialty shopping, recreational and associa- 
tional activities, religious worship and as- 


sociated activities, medical services, visiting, 
friendships and door-to-door contacts. These 
activities, needless to say, spread far and 
wide. Their spread, however, does not lack 
regularity. 

The range of contacts varies with the loca- 
tion of the family residence in the urban 
area. From the periphery of the incorpo- 
rated city, contact patterns shoot in beacon- 
light fashion toward the central business 
district. Somewhere along the road toward 
the city center there may be another dense 
clustering of contacts. The peripheral city 
dweller, it seems, may adopt by choice—and 
guided by the course of transportation facili- 
ties—a_ satellite neighborhood, a_ roving 
neighborhood in the above sense yet not 
related in space to the location of his own 
residence, a neighborhood in which he makes 
himself well rooted by voluntary association, 
the establishment of friendships, participation 
in educational and school activities, etc. 


Residential sections close to the city center, 
on the other hand, are by no means: confined 
to communication with the business district 
and the immediate vicinity of the dwelling. 
To a surprising extent, residents of these 
central areas adopt outlying satellite neigh- 
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borhoods upon which they concentrate their 
patronage, their social life and their partici- 
pation in voluntary associations. It will seem 
—although this point needs further empirical 
verification—that the associational life of 
the large urban community reaches a rela- 
tive climax somewhere between the peri- 
pheral and the central residential belt. 
Commercial as well as informal social con- 
tacts are attracted to an area that is well 
developed and yet not exposed to central 
deterioration and congestion. Residence 
determines the choice of such adopted 
neighborhoods only through the main flow 
of public means of transportation. 

The motor-car introduces an element of 
vagueness in the formation of family contact 
patterns. With the use of the private motor- 
car, friends are visited all over the city, but 
particularly within the suburban belt. For 
purposes of informal social intercourse, the 
entire suburban belt appears as an area in 
which social distance is far from proportion- 
ate to geographical distance. Whether due 
to status differences or otherwise, the sub- 
urbanite is—in this manner—more closely as- 
sociated with other suburbanites; the resi- 
dent in central location seems less inclined to 
roam for purposes of informal social contacts. 


Planning Concentric Service Areas 


The problem of neighborhood planning 
can perhaps be formulated in a somewhat 
more articulate manner than has _ been 
customary so far. The question is not 
whether “neighboring” is good or not. 
The question is rather which family activi- 
ties are provided for best within a contiguous 
geographical area and which activities do 
not demand such provisions. The size of 
the neighborhood unit, then, will not have to 
be decided upon by rule of thumb, aiming at 
that quasi-metaphysical optimum of 5000 
persons. Size will be related to the character 
of shared activities, and what these activities 
are will not have to be taken for granted. 
What they are and how they cluster will have 
to be the object of empirical observation. 

Nor do we need an all-out formula for 
neighborhood planning. On the contrary, 
neighboring facts and neighborhood needs 
of different populations in the-city are of 
such a nature as to recommend differentia- 
tion in the plan and the physical construction 
of joint facilities. Eales 

The classical neighborhood unit plan will 
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probably be acceptable for some people and 
for some parts of the city. It should not, 
however, be considered more than one of 
several possible types of clustering of service 
facilities. Its advantages are dependent 
upon a rather unique set of conditions. If 
we overlook the questionable claim to the 
revival of informal means of social control in 
the city environment by close human contact 
in the neighborhood unit, if we ignore the 
difficulties inherent in the transfer of such 
constructive influences from the small town 
to the large city, then the neighborhood plan 
leaves us with not much more than a small 
select number of services efficiently geared to 
an identical size of population. The service 
radius of these facilities is supposed to overlap, 
and there remains the problem only of 
planning the spatial relationship of these 
different services to each other. Grade 
school, grocery store, community center, 
playground and heating plant may be con- 
tained within the planned unit; high school, 
the local movie, medical service, and church 
are customarily excluded. 

With dogmatic assertions aside, the prob- 
lem of neighborhood planning poses itself in 
a somewhat different manner than hitherto 
recognized. We are challenged to establish 
service areas that are geared to similar population 
size. If such concentric service areas happen 
to coincide with some type of “neighboring” 
or neighborhood consciousness, so much the 
better. 

In the heterogeneous residential areas of 
the city, there is place for a variety of con- 
centric service areas. There may be need 
for residential units clustered around the 
nursery school or supervised—or unsuper- 
vised but easily controlled—play areas. Such 
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neighborhoods, focussed upon the needs of 
pre-school children, could be combined with 
central heating facilities and other centralized 
services, that can be economically operated 
at limited size, such as cleaning, food prepara- 
tion, laundry and centralized baby-sitting 
services. Other concentric service areas might 
have to encompass a much wider territory. 
There is place for a “planned neighborhood” 
that looks toward the local high school as its 
center. Within such a neighborhood a 
sizable shopping district, various denomina- 
tional churches and somewhat specialized 
recreational facilities and a meeting place for 
the social life of the residents might well be 
contained. 

Different, again, will be the requirements 
for the suburban neighborhood with rela- 
tively loose social contacts within walking 
distance but with a demand for outdoor 
recreational facilities for all age ranges, and 
a highway system that allows easy motor- 
traffic to adjacent settlements in the suburban 
ring. 

Such an approach destroys the old vision 
of a metropolitan area covered by more or 
less stereotyped neighborhood design. The 
task will be added of relating different types 
of concentric service areas toward each 
other. It will be necessary to contemplate a 
hierarchy of complementary service areas for 
the entire city. Thus, our interest should be 
revived into the functional structure of the 
modern city as a whole. Neighborhood 
planning will be absorbed by the wider field 
of city planning. 


SveNnD RIEMER 


University of Wisconsin 
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Oe 
Readings on Agricultural Policy. Edited by O. B. 
Jesness; assembled and published under 
the sponsorship of the American Farm 
Economic Association. Philadelphia: 
The Blakiston Company, 1949. pp. XI, 
470. $4.75. 


Agricultural economists have long felt the 
need of a textbook on agricultural policy 
suitable for use at the college and university 
level. At the same time they have realized 
the near impossibility of preparing a satis- 
factory text in this subject matter field. The 
frequent changes in policy legislation—to- 
gether with the wide range of discretion per- 
mitted in the administration of the provisions 
of the acts would, in all probability, make any 
treatise of this kind out of date before it ever 
reached the light of print. 

A case in point is the recent repeal, before 
it became operative, of Title II of the Agri- 
cultural Act of 1948. The Act of 1949, which 
became effective January 1, 1950, is still 
largely in the interpretative stage. There 
seems to be little doubt that it will be subject 
to many amendments, if not to actual re- 
placement by new major enactments. It is 
far from final. 

The American Farm Economic Association 
after considerable deliberation came to the 
conclusion that a book of readings on agri- 
cultural policy would go a long way in filling 
the evident need. To be sure, it would be 
subject to some of the same defects resulting 
from rapidly changing legislation, but it was 
felt that such a volume would more than 
justify the effort and expense, by bringing 
together between two covers the experiences 
of past legislation together with an appraisal 
of policy based upon two decades of experi- 
ence. In line with this thought the Associa- 
tion made arrangements with a publisher to 
issue a volume under its sponsorship. Read- 
ings on Agricultural Policy is the result. 

The Association appointed Professor O. B. 
Jesness of the University of Minnesota as 
editor. He was assisted by an Advisory Com- 


mittee composed of Herrell DeGraff of 
Cornell University, F. F. Elliott of the Bureau 
of Agricultural Economics, L. P. Gabbard, 
Agricultural and Mechanical College of 
Texas, and H. R. Wellman of the University 
of California. 

The selections were from sixteen sources. 
They represent the contributions of twenty- 
two authors and six committees. The ma- 
terial in the volume is arranged under four 
headings: Part I Background, Part II Price 
and Production Adjustments, Part III Inter- 
national Trade and Relations, and Part IV 
Land and Rural People. 

As is to be expected, Part I1—Price and 
Production Adjustments, is accorded greater 
emphasis than is any of the other group topics, 
from the standpoint of space devoted to it. 

Teachers of agricultural policy will wel- 
come the volume since it eliminates, in part 
at least, the necessity of library assignments 
covering numerous sources, often not avail- 
able in sufficient quantities for class use. The 
general reader attempting to follow agri- 
cultural policy matters will find it interesting 
and helpful. It supplies a basis for a better 
understanding of the what, where-does-it- 
lead, and why, of agricultural policy 
measures. 

Teachers and students of land economics 
will find Part IV, Land and Rural People, of 
particular interest. Land policy is a vital 
part of agricultural policy. 

Readings on Agricultural Policy is deserving of 
wide distribution among those who are 
seriously interested in finding a way out for 
agriculture which will, at the same time, 
prove to be to the long-run advantage of the 
nation as a whole. 

ASHER Hosson 
University of Wisconsin 


a 
Future Food and Agriculture Policy. By John D 
Black and Maxine E. Kiefer. New York: 
McGraw-Hill Book Co., Inc., 1948. pp. 
348. $3.50. 
Future Food and Agriculture Policy’s informa- 
tive and objective analysis is a welcome addi- 
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tion to current literature on food problems in 
light of the many food scares and exaggera- 
tions promulgated by some neo-Malthusians. 
As stated on page 1, “This is a book on the 
food and agricultural problems that face the 
United States and world in the next ten 
years.” Despite this Herculean assignment, 
the authors do a remarkable job of carrying 
out their task. The book is must reading for 
all students desiring a factual look at food 
situations and problems and what may be 
done about them. 

The book has four main parts. Part I 
discusses food, agriculture, and nutrition in 
the United States and the rest of the world in 
the early postwar period from which we are 
now emerging. Part II analyzes “‘parts of the 
problem” facing the United States and the 
world at large. The parts of the problem 
as seen by the authors include food and 
population interrelationships, agriculture and 
the rest of the economy, agricultural instabil- 
ity, conservation of agricultural resources, low- 
income families, malnourished groups, food 
needs of the United States and world, food 
potentials, food targets to be achieved and 
problems of distribution. 

Part III is devoted to food and agricultural 
programs in the United States and elsewhere. 
Considerable attention is given to production- 


consumption adjustments and “balanced” 
programs for this and other countries. 


Part IV deals with execution of programs 


outlined in Part III. Important roles are 
suggested for all major groups including 
producers, consumers, processors and dis- 
tributors, labor and government. 

Each of the parts starts with the United 
States as a major case study, then proceeds 
into the problems and situations of other 
countries. The intra- and inter-country 
studies are integrated into an international 
approach to food problems. 

Recent developments in nutrition and food 
uses as well as latest information on food 
supplies, consumption and diets within 
various countries are included. Also, the 
book includes analyses and estimates of food 
production potentialities of various countries 
in relation to population density and growth. 
These factual materials make the book an 
excellent source of data on food requirements 
and supplies, both present and potential. 

The authors’ “balanced food and agricul- 
tural program for the United States’ antici- 
pated important features of the “Brannan 
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Plan” in proposing that “the whole crop or 
output be sold in the regular open markets 
at whatever price it will bring and that the 
producer be compensated for the difference 
between what he gets for his product, as 
evidenced by bills of sale, and the guaranteed 
price.” (p. 214) This is but one of many 
features of a comprehensive domestic food 
and agricultural program outlined by the 
authors. 

Without discounting the importance of 
international food programs, the authors 
point out that the solutions of food problems 
must be worked out in the countries and 
communities of origin. ‘But before an inter- 
national organization can hope to accomplish 
much in integrating food production, dis- 
tribution, and consumption among nations, 
the separate nations must each go a good 
way in finding out how to accomplish it 
within its own boundaries.” (pp. 1-2) This 
reasoning rests on the fact that practically all 
the food consumed in the world comes from 
the country where it is consumed and much 
of the food is consumed in the community 
where produced. “If the food produced 
and the food consumed locally and within 
the nation cannot be adjusted in such a way 
as to achieve well-being for both its pro- 
ducers and its consumers, the chances are 
slim that this will be accomplished among 
nations.” (p. 2) 

Following this reasoning, national food 
programs should supplement and complement 
local efforts and international programs 
should do the same for national efforts. This 
reasoning appears sound and should help 
direct the general efforts of FAO and United 
States-sponsored food programs, including 
efforts which may evolve out of the Presi- 
dent’s so-called “‘Point Four’? recommenda- 
tions. 

This book is a singularly important con- 
tribution to a better understanding of food 
and agricultural problems and what may be 
done about them. It is moderately technical 
and written primarily for students of food and 
agriculture. There is still need for a more 
popular version of such a book to help correct 
some of the confusions and misconceptions 
left in the wake of a number of popular 
works including Road to Survival and Plun- 
dered Planet. 


Joun F. Timmons 


Towa State College 
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Resource Management in North Carolina. By 
Paul W. Wager and Donald B. Hayman, 
Chapel Hill, N. C., Institute for Re- 
search in Social Science, University of 
North Carolina, 1947. pp. x, 192. 

Safeguarding Kentucky’s Natural Resources. By 
Vera Briscoe, James W. Martin and J. 
E. Reeves. Lexington, Kentucky, Bu- 
reau of Business Research and Bureau 
of Government Research, University of 
Kentucky, 1948. pp. x, 224. 

Alabama’s Heritage. By Joseph M. Ray and 
Lillian Worley. University, Alabama, 
Bureau of Public Administration, Uni- 
versity of Alabama, 1947. pp. x, 186. 

Rescued Earth, By Lee S. Greene, Virginia 
Holmes Brown and Evan A. Iverson, 
Knoxville, Tenn., University of Tennes- 
see Press for the Bureau of Public Admin- 
istration, 1948. pp. x, 204. 

Mississippi’s Wealth. By Robert Baker High- 
saw. University, Mississippi, Bureau of 
Public Administration, University of 
Mississippi, 1947. pp. x, 190. 

South Carolina’s Natural Resources. By Christian 
L. Larsen. Columbia, S. C., University 
of South Carolina Press, for The Bureau 
of Public Administration. pp. xi, 211. 


These six state surveys were conducted by 
members of the bureaus of public administra- 
tion in their state universities under a coopera- 
tive program. In the Alabama survey the 
objectives of all these reports were thus 
described: 


“The study will be concerned with the organiza- 
tion and management of the activities and opera- 
tion of public agencies charged with responsibilities 
for protecting, conserving, developing, and utilizing 
lands, forests, minerals, water, wild-life, and scenic 
resources. The study as projected does not con- 
template an inventory of the South’s natural 
resources. Such an inventory, while important, 
must be left to other hands. The emphasis here 
will be on administration.” (page 1) 


The authors have fulfilled the tasks assigned 
to them in a workmanlike and competent 
manner. They covered methodically the list 
of subjects enumerated above. 

The North Carolina report of Professors 
Wager and Hayman begins like a great epic. 
The conflict between individualism and 
social control is dramatically set forth. (p. 2) 


‘*Men have always had one dream above all others 
—to be rid of poverty. Here in a new country, 
with abundant resources and an economic system 
which promised each person an equal chance, it 
seemed possible to achieve this dream. Wealth 
came more easily than ever before in all history, 
and to many it became an obsession. In the pro- 
duction of wealth the sources from which it came 
seemed to be forgotten; men took from the earth 
without giving back. The liquidation of capital 
was mistaken for income. The inheritance of the 
ages was appropriated by individuals. Social 
rights and benefits were forgotten or ignored.” 


Unfortunately this opening pace was not 
maintained, due perhaps to the nature of the 
material. The volumes do not stir the 
imagination of the economist or the planner. 
They serve a useful function in recording the 
history of the states’ first efforts at conserva- 
tion, but are not designed to show the effect 
of methods of utilizing natural resources 
upon the income of the states or the welfare 
of their citizens. These reports, however, are 
contributions in the field of public administra- 
tion and should not be criticized fcr not being 
monographs in land economics. 

Economic surveys of states and regions are 
vitally needed now to point out how the real 
income of their citizens can be raised. Such 
studies must show how each region can de- 
velop these industries in which it has an 
economic advantage as compared with other 
regions. In selecting problems for future 
studies, universities might really probe the 
subject of land economics to its depths and 
make contributions to both the theory and 
the practice of land utilization. 


Homer Hoyt 


Larchmont, N. Y. 
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Automotive Transportation: Trends and Problems. 
By Wilfred Owens. Washington, D. C.: 
The Brookings Institution, 1949. pp. 
148. $2.00. 


In the process of becoming an essential 
item in our economy the automobile has 
created problems in many fields. Most of 
these problems stem from the fact that we 
have so many cars or, more precisely, the 
fact that we acquired so many cars in such a 
short time. The very beginnings of the 
automobile age are within the lifetime of a 
substantial proportion of our people. Prob- 
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ably thirty years would cover the period 
since we began to recognize that the auto- 
mobile was here to stay. 

Thirty years is simply not long enough to 
produce the adjustments required to the 
new order of things produced by such a 
wealth of low-cost, universally-demanded 
transportation. 

While creating so many problems in so 
many fields, the automobile, by its own 
success has become a problem to itself. Im- 
proved design and better engineering have 
resulted in longer life. Longer life has meant 
lowered cost. Lower cost has meant more 
owners. More owners have resulted in con- 
gested streets and roads. Congestion has 
meant lost time, higher operating costs, in- 
convenience, accidents. ‘Thus has success 
created failure—failure to provide the kind 
of easy, low cost travel which produced 
success in the first place. 

Wilfred Owens has succeeded admirably in 
tracing the development of the problem and 
in suggesting some means for coping with it. 
The book is primarily an argument for more 
adequate highways and better traffic ad- 
ministration on the grounds of economy. Far 
from being an added cost to the motorist, the 
author shows why good highways and well- 
regulated traffic actually lower the cost of car 
operation even when the cost of the roads is 
added to the bill. 

To the statistically minded, the book should 
be fascinating. It contains an extraordinary 
number of statistical facts—so many indeed, 
that one occasionally wonders whether greater 
weight for some of the points might not have 
been attained by mere statement. Neverthe- 
less, the array of statistics and the many 
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references to source authorities are impres- 
sive. 

There are two sections to the book. The 
first is devoted to the history of car operating 
costs. We start with a several-thousand- 
dollar price tag on some of the early cars, go 
through the three- or four-hundred-dollar 
era of the Model T to the present two- 
thousand-dollar “low price group.” We 
consider the effect of values of used cars on 
the depreciation item; we explore the current 
talk about a new thousand-dollar car and 
examine the possibilities of lowered cost by 
changes in design. Gasoline cost and the 
tire costs are dissected and the point made 
that good highways mean lower gasoline 
consumption, better tire mileage and less car 
depreciation. 

This serves as a bridge to the discussion of 
the Highway Problem—the effect of con- 
gested traffic on car operating costs. Here, 
there is much food for thought—if you want 
to think in terms of billions. 

The compelling conclusion is that we are 
paying for good roads, whether we have 
them or not. 


H. H. Geppes 
Detroit, Michigan 


Cooperative Housing. A bibliography compiled 
in the Library of the Housing and Home 
Finance Agency, Washington, D. C. and 


available free on request. References 
have been selected mainly from English 
Language Material published since 1942. 
Includes literature on Denmark, Eng- 
land, France, Holland, Norway, Sweden, 
Switzerland, and the United States. 





